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Attorneys for Liberty Utilities (Entrada Del Oro Sewer) Corp.
7
8 BEFORE THE ARIZONA CORPORATION COMMISSION
9
10| IN THE MATTER OF THE APPLICATION | DOCKET NO: SW04316A-16-0078
11 | OF LIBERTY UTILITIES (ENTRADA DEL
ORO SEWER) CORP., AN ARIZONA
12 | CORPORATION, FOR A
DETERMINATION OF THE FAIR VALUE | APPLICATION
13 OF ITS UTILITY PLANTS AND
PROPERTY AND FOR INCREASES IN ITS
14 | WASTEWATER RATES AND CHARGES
FOR UTILITY SERVICE BASED
THEREON.
15 I
16 Liberty Utilities (Entrada Del Oro Sewer) Corp., an Arizona public service
17 | corporation (“Liberty EDO” or “Company”), formerly known as Entrada Del Oro Sewer
18 | Company, Inc., hereby applies for an order establishing the fair value of its plant and
19 | property used for the provision of public wastewater utility service and, based on such
20 | finding, approving permanent rates and charges for utility service designed to produce a
21 | fair return thereon. In support thereof, Liberty EDO states as follows:
22 1. Liberty EDO is an Arizona public service corporation engaged in providing
23 | wastewater utility services in portions of Pinal County, Arizona, pursuant to certificates of
24 | convenience and necessity granted by the Arizona Corporation Commission. During the
25 || test year, Liberty EDO served approximately 336 customers.
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2. Liberty EDO’s business office is located at 12725 W. Indian School Road,
Suite D-101, Avondale, Arizona 85392 and its telephone number is (623) 935-9367.
The primary management contact is Matthew Garlick. Mr. Garlick is employed by
Liberty Utilities (“Liberty”) as President — AZ/TX.

3. The person responsible for overseeing and directing the conduct of this rate
application is Mr. Garlick, who was assisted by Liberty EDO’s rate case consultant,
Thomas Bourassa, and undersigned legal counsel. Mr. Garlick’s mailing address is 12725
W. Indian School Road, Suite D-101, Avondale, Arizona 85392; his telephone number is
(623) 298-3763; and his e-mail address is Matthew.Garlick@libertyutilities.com.
Mr. Bourassa’s mailing address is 139 W. Wood Drive, Phoenix, Arizona 85029; his
telephone number is (602) 246-7150; and his e-rﬁail address is tjbl14@cox.net.
All discovery, data requests and other requests for information concerning this
Application should be directed to Mr. Garlick, including copies by e-mail, as well as
to Mr. Bourassa, with a copy to undersigned counsel, including by e-mail to
jay@shapslawaz.com and whitney@shapslawaz.com, and to Liberty’s Assistant
General Counsel at Todd.Wiley@libertyutilities.com.

4. Liberty EDO’s present rates and charges for utility services were approved
by the Commission in Decision No. 68306 (November 14, 2005). There have been no
other changes to the Company’s rates since the current rates went into effect on or after
July 25, 2006.

5. The Company’s revenues from its utility operations are presently inadequate
to provide a fair rate of return on the fair value of its utility plant and property devoted to
public service. Operating expenses have caused the revenues produced by the current
rates and charges for service to become inadequate to meet operating expenses and
provide a reasonable rate of return. Therefore, the Company requests that the

Commission approve certain adjustments to its rates and charges for utility service so that
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the Company may recover its operating expenses and have a reasonable opportunity to
earn a just and reasonable rate of return on the fair value of its property. The Company
agrees to use its original cost rate base as its fair value rate base in this proceeding to
minimize disputes and reduce rate case expense.

6. Filed concurrently herewith are the schedules required pursuant to A.A.C.
R14-2-103. The test year utilized by Liberty EDO in connection with the preparation of
such schedules is the 12-month period that ended October 31, 2015. Liberty EDO
requests that the Commission utilize such test year in connection with this Application,
with appropriate adjustments to obtain a normal or more realistic relationship between
revenues, rate base and expenses during the period in which the rates established in this
proceeding are in effect.

7. During the test year, Liberty EDO’s adjusted gross revenues were $281,288.
The adjusted operating income was $(25,409), leading to an operating income deficiency
of $174,495. The adjusted fair value rate base was $2,154,980. Thus, the rate of return
during the test year was negative 1.18 percent.

8. Liberty EDO submits that these rates of return are inadequate to allow it to
obtain debt, pay a reasonable dividend to its stockholder, maintain a sound credit rating,
and/or enable the Company to attract additional capital on reasonable and acceptable
terms in order to continue the investment in utility plant necessary to adequately serve
customers.

9. Liberty EDO is seeking an increase in revenues equal to $254,643, an
increase in revenues of 90.53 percent. The adjustments to Liberty EDO’s rates and
charges that are proposed herein, when fully implemented, will produce a rate of return on
the fair value rate base equal to 6.92 percent.

10.  Filed concurrently in support of this Application is the Direct Testimony of

the Company’s President Matthew Garlick, providing an overview of Liberty EDO and its
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parent, Liberty Utilities Co., and discussing (1) the Purchased Power Adjuster Mechanism
(PPAM) and Property Tax Adjuster Mechanism (PTAM) for which the Company is
seeking approval, (2) Liberty EDO’s proposed rate phase-in, (3) the proposed
modifications to the Company’s tariff of rates and charges, and (4) the Company’s request
for financing.

11.  Liberty EDO also submits the direct testimony of William Killeen.
Mr. Killeen’s testimony provides an overview of Liberty Utilities’ business model, cost
allocation manual, and corporate cost allocation process.

12. Finally, Liberty EDO submits the Direct Testimony of Thomas Bourassa, in
two separate volumes that collectively provide an overview of the Company’s rate filing,
discussion of the revenue requirement, including the “A” through “F” schedules,
development of the rate base and, income statement adjustments, cost of equity capital and
related issues, proposed rates, including the “H” schedules, and discussion of the effects
of the proposed rates on customers’ bills. The Company’s “D” Schedules, which concern
the cost of capital, are attached to the volume of Mr. Bourassa’s testimony addressing cost
of capital. The remaining schedules are separately bound and filed concurrently with the
Application.

13.  Attached hereto as Attachment 1 are wastewater plant descriptions, and
wastewater flows for January 2014-December 2014.

14.  Attached hereto as Attachment 2 is Liberty EDO’s proposed tariff of rates
and charges.

15.  Attached hereto as Attachment 3 is Liberty EDO’s proposed PPAM.

16.  Attached hereto as Attachment 4 is Liberty EDO’s proposed PTAM.

WHEREFORE, Liberty EDO requests the following relief:

A. That the Commission, upon proper notice and at the earliest possible time,

conduct a hearing in accordance with A.R.S. § 40-251 and determine the fair value of
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Liberty EDO’s utility plants and property devoted to providing wastewater utility service;

B. Based upon such determination, that the Commission approve permanent
adjustments to the rates and charges for wastewater utility service provided by Liberty
EDO, as proposed herein, or approve such other rates and charges as will produce a just
and reasonable rate of return on the fair value of Liberty EDO’s utility plant and property;

C. That the Commission approve Liberty EDO’s request for a PPAM and
PTAM,; and

D. That the Commission authorize such other and further relief as may be
appropriate to ensure that Liberty EDO has an opportunity to earn a just and reasonable
return on the fair value of their utility plant and property and as may otherwise be required

under Arizona law.

RESPECTFULLY SUBMITTED this 3rd day of March, 2016.

SHAPIRO LAW FIRM, P.C.

By:

Jay L. Sh
1819 E. n Avenue, Suite 280
Phoenix [ 7. 85020

and

LIBERTY UTILITIES

Todd C. Wiley

Assistant General Counsel

12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392

Attorneys for Liberty Utilities
(Entrada Del Oro Sewer) Corp.
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ORIGINAL and fifteen (15) copies of the
foregoing, together with the direct testimonies
and schedules supporting this application

were delivered this 3rd day of March, 2016, to:

Docket Control

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, AZ 85007
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ENTRADA DEL ORO SEWER COMPANY

Name of System: Entrada Del Oro SC Wastewater Inventory Number (if applicable):

WASTEWATER UTILITY PLANT DESCRIPTION
TREATMENT FACILITY

TYPE OF TREATMENT Extended Aeration, MLE Process W/ Nitrogen Removal
(Extended Aeration, Step Aeration, Oxidation Ditch, .

Aerobic Lagoon, Anaerobic Lagoon, Trickling Filter,
Septic Tank, Wetland, Etc.)

DESIGN CAPACITY OF PLANT 300,000 Gallons/Day
(Gallons Per Day)
LIFT STATION FACILITIES
Location Quantity Horsepower | Capacity Per Wet Well
of Pumps Per Pump Pump (GPM) | Capacity (gals)
Entrance to Plant 2 7.5 HP 705 1,080
FORCE MAINS
Size Material Length (Feet)
4-inch
G-inch
8-inch DIP 70
8-inch C-900 Purple Effluent 6,000
MANHOLES CLEANOQUTS
Type Quantity Quantity
Standard 47 >4 7X2 Way
Drop 7
[ Standatd 5 9

Note: If you are filing for more than one system, please provide separate sheets
for each system.
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ENTRADA DEL ORO SEWER COMPANY

Name of System: Wastewater Inventory Number (if applicable):
WASTEWATER UTILITY PLANT DESCRIPTION (CONTINUED)
COLLECTION MAINS SERVICES
Size Length Size
(in inches) Matetial (in feet) (in inches) Material Quantity
4 ABS Drain Pipe | 302
6 ABS Drain Pipe 326
8 SDR 35 12,662
8 Glass lined DIP 1,551
10 SDR35 928
12 SDR35 1,671
12 Glass lined DIP 78

FOR THE FOLLOWING FIVE ITEMS, LIST THE UTILITY OWNED ASSETS IN EACH CATEGORY
PER WASTEWATER SYSTEM

SOLIDS PROCESSING AND HANDLING Aerobic Sludge Digester, Sludge pumping
FACILITIES

DISINFECTION EQUIPMENT (Chlotinator,

Ultra-Violet, Etc.) Ultra-Violet

FILTRATION EQUIPMENT

Rotati loth disk
(Rapid Sand, Slow Sand, Activated Carbon, Etc) otating cloth dis

STRUCTURES

(Buildings, Fences, Etc) Perimeter Wall, Operations building, Paving , Curbing

OTHER
(Laboratory Equipment, Tools, Vehicles, Standby Backup Generator, Hach HQ40d/w ph probe, conductivity
Power Generators, Etc. probe, and DO probe.

Note: If you are filing for more than one system, Dplease provide separate sheets
for each system.
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COMPANY NAME ENTRADA DEL ORO SEWER COMPANY

Name of System: Entrada Del Oro SC Wastewater Inventory Number (if applicable):
WASTEWATER FLOWS
MONTH/YEAR NUMBER OF TOTAL MONTHLY | SEWAGE FLOW ON
(Most Recent 12 Months) SERVICES SEWAGE FLOW PEAK DAY
January 336 1,144,000 51,000
February 336 1,105,000 55,000
March 336 1,215,000 54,000
April 336 1,102,000 53,000
May 336 999,000 44,000
June 336 867,000 41,000
July 336 880,000 45,000
August 336 926,000 46,000
September 336 915,000 48,000
October 336 920,000 39,000
November 336 1,034,000 50,000
December 336 1,119,000 77,000

PROVIDE THE FOLLOWING INFORMATION AS APPLICABLE

PER WASTEWATER SYSTEM
Method of Effluent Disposal Surface Water Discharge
(leach field, surface water discharge, reuse, injection wells, groundwatex
recharge, evaporation ponds, etc.)
Groundwater Permit Number N/A
ADEQ Aquifer Protection Permit Number P105488
ADEQ Reuse Permit Number N/A
EPA NPDES Permit Number AZ0024899

Note: If you are filing for more than one system, please provide separate sheets
for each system.

12
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LIBERTY UTILITIES (ENTRADA DEL ORO SEWER) CORP. Sheet No. i

DOCKET NO. Cancelling Sheet No.
TABLE OF CONTENTS

Part One — Statement of Charges..........cocouveerueereurieeceeece e ns Sheet No. 1
L. RALES ...ttt et e e et Sheet No. 1
II. Taxes and ASSESSIMENLS.....coveeeereerereeerererceeteeeeeneseseeeeee et e eesssessssessesenas Sheet No. 2
L. Additional Charges ........ccceeeueeeieerrrerereiceeeeeeeteeeeeeeeeeeeee e eeeseseseseesens Sheet No. 3
IV, PerMitted COSS ...couvuriruereurnrieieeererecete e e e e s esevesess e e es s Sheet No. 4

Part Two — Statement of Terms and Conditions...........c.eeeeeeeeeeeerereeeeeereereoeeeoeeeos Sheet No. 5
L. Customer Discharge to SYSteM ..........ovvueveviuieiereeeeeereeeeeeeeeeeeeneereseenersnas Sheet No. 5
IL. Rules and ReguIations......c..ccvveeucueirieieeeieceeceeeee e eeeeeeeeeeeeeeres e Sheet No. 7

Issued: Effective:

ISSUED BY:

Matthew Garlick, President
Liberty Utilities (Entrada Del Oro Sewer) Corp.
12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392




LIBERTY UTILITIES (ENTRADA DEL ORO SEWER) CORP. Sheet No. 1

DOCKET NO. Cancelling Sheet No.

Applies to all WASTEWATER service areas

PART ONE
STATEMENT OF CHARGES
L RATES
In Decision No. , issued , 2017, the Commission approved the following
rates and charges to become effective :
MONTHLY CHARGE
Description . Rate
Residential Service $114.61[1]
School Service — Per Student $10.699
Commercial Service $140.00 [2]
Commercial — Per 1,000 gallons used $6.00 [2]
Effluent (per acre foot / per 1,000 gallons) Market Price
[1] Proposed Phase-In Year 1 Year2 Year3 Year4

'ResidentialMonthlyCharge $114.61 $133.74 $155.48 $133.74

[2] Based upon actual water usage provided by Arizona Water Company. If water usage data
cannot be obtained, then the following flat rate design based upon the following meter size:

Meter Size Proposed Monthly Charge
1 inch and smaller $140.00
1 Y% inch $280.00
2 inch $448.00
3 inch $896.00
4 inch $1,400.00
6 inch $2,800.00
8 inch $4,480.00
10 inch $6,440.00
Issued: Effective:
ISSUED BY:

Matthew Garlick, President
Liberty Utilities (Entrada Del Oro Sewer) Corp.
12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392




LIBERTY UTILITIES (ENTRADA DEL ORO SEWER) CORP. Sheet No. 2

DOCKET NO. Cancelling Sheet No.

Applies to all WASTEWATER service areas

PART ONE
STATEMENT OF CHARGES

IL TAXES AND ASSESSMENTS

In addition to all other rates and charges authorized herein, the Company shall collect from its
customers all applicable sales, transaction, privilege, regulatory or other taxes and assessments as
may apply now or in the future, per Rule R14-2-608(D)(5).

Issued: Effective:
ISSUED BY:
Matthew Garlick, President
Liberty Utilities (Entrada Del Oro Sewer) Corp.
12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392




LIBERTY UTILITIES (ENTRADA DEL ORO SEWER) CORP. Sheet No. 3

DOCKET NO. Cancelling Sheet No.

Applies to all WASTEWATER service areas

PART ONE
STATEMENT OF CHARGES
III. ADDITIONAL CHARGES
A. Establishment—Regular Hours $25.00
B.  Re-Establishment (within 12 months) )
C. Re-Connection--Delinquent 3]
D.  After-Hours Service Charge $50.00; (3)
E.  Minimum Deposit — Residential Two times average bill
F.  Minimum Deposit — Non-residential Two and one-half times average bill
G. Deposit Interest 6.00%
H. NSF Check Charge $10.00
I Deferred Payment Finance Charge 1.50% per month
J. Late Charge Greater of $5.00 or 1.50% per month
on unpaid balance
K. Main Extension Tariff
Per A.A.C. R14-2-606(B) Cost

(1) Per A.A.C. R14-2-603(D), residential and non-residential customers shall pay
applicable minimum charge times number of months disconnected.

(2)  Customer shall pay the actual cost of physical disconnection and Establishment aif
same customer) and there shall be no charge for disconnection if no physical work
is performed. :

(3) The after-hours service charge shall apply to any service requested by Customer
that is performed by Company after regular business hours and shall be in addition
to the regular business hours service charge.

Issued: Effective:
ISSUED BY:
Matthew Garlick, President
Liberty Utilities (Entrada Del Oro Sewer) Corp.
12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392




LIBERTY UTILITIES (ENTRADA DEL ORO SEWER) CORP. Sheet No. 4

DOCKET NO. Cancelling Sheet No.

Applies to all WASTEWATER service areas

PART ONE
STATEMENT OF CHARGES

L PERMITTED COSTS

A. Costs shall be verified by invoice.

B. For services that are provided by Company at cost, costs shall include labor,
materials, other charges incurred, and overhead. However, prior to any such service
being provided, the estimated cost of such service will be provided by Company to
the customer. After review of the cost estimate, the customer will pay the amount
of the estimated cost to Company.

C. In the event that the actual cost is less than the estimated cost, Company will refund
the excess to the customer within 30 days after completion of the provision of the
service or after Company’s receipt of invoices, timesheets or other related
documents, whichever is later.

D. In the event the actual cost is more than the estimated cost, Company will bill the
customer for the amount due within 30 days after completion of the invoices,
timesheets or other related documents, whichever is later. The amount so billed
will be due and payable 30 days after the invoice date.

E. At the customer’s request, Company shall make available to the customer all
invoices, timesheets or related documents that support the cost for providing such
service.

F. Permitted costs shall include any Federal, State or local taxes that are or may be

payable by Company as a result of any tariff or contract for wastewater facilities
under which the Customer advances or contributes funds or facilities to Company.

Issued: Effective:
ISSUED BY:
Matthew Garlick, President
Liberty Utilities (Entrada Del Oro Sewer) Corp.
12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392




LIBERTY UTILITIES (ENTRADA DEL ORO SEWER) CORP. Sheet No. 5

DOCKET NO. Cancelling Sheet No.

Applies to all WASTEWATER service areas

PART TWO
STATEMENT OF TERMS AND CONDITIONS

I CUSTOMER DISCHARGE TO SYSTEM
A. Service Subject to Regulation

Company provides wastewater service using treatment and collection
facilities that are regulated by numerous county, state and federal statutes and
regulations.  Those regulations include limitations as to domestic strength
wastewater and the type of wastewater that may be discharged into the system by
any person directly or indirectly connected to the plant.

B. Waste Limitations

Company has established the permissible limits of concentration as
domestic strength wastewater and will limit concentration for various specific
substances, materials, waters, or wastes that can be accepted in the sewer system,
and to specify those substances, materials, waters, or wastes that are prohibited
from entering the sewer system. Each permissible limit so established shall be
placed on file in the business office of Company, with a copy filed with the
Commission. No person shall discharge, or cause to be discharged, any new
sources of inflow including, but not limited to, storm water, surface water,
groundwater, roof runoffs, subsurface drainage, cooling water, or polluted
industrial process waters into the sanitary sewer. Company will require an affidavit
from all non-residential customers, and their professional engineer, stating that the
wastewater discharged to the system does not exceed domestic strength or
applicable pre-treatment standards.

Issued: Effective:
ISSUED BY:
Matthew Garlick, President
Liberty Utilities (Entrada Del Oro Sewer) Corp.
12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392




LIBERTY UTILITIES (ENTRADA DEL ORO SEWER) CORP. Sheet No. 6

DOCKET NO. Cancelling Sheet No.

Applies to all WASTEWATER service areas

PART TWO
STATEMENT OF TERMS AND CONDITIONS

I CUSTOMER DISCHARGE TO SYSTEM (cont.)
C. Inspection and Right of Entry

Every facility that is involved directly or indirectly with the discharge of
wastewater to the Treatment Plant may be inspected by Company as it deems
necessary. These facilities shall include but not be limited to sewer; sewage
pumping plants; all processes; devices and connection sewer; and all similar
sewerage facilities. Inspections may be made to determine that such facilities are
maintained and operated properly and are adequate to meet the provisions of these
rules and this tariff. Inspections may include the collection of samples. Authorized
personnel of Company shall be provided immediate access to all of the above
facilities or to other facilities directly or indirectly connected to the Treatment Plant
at all reasonable times including those occasioned by emergency conditions. Any
permanent or temporary obstruction to easy access to the user’s facility to be
inspected shall promptly be removed by the facility user or owner at the written or
verbal request of Company and shall not be replaced. No person shall interfere
with, delay, resist or refuse entrance to an authorized Company representative
attempting to inspect any facility involved directly or indirectly with a discharge of
wastewater to the Treatment Plant. Adequate identification shall be provided by
Company for all inspectors and other authorized personnel and these persons shall
identify themselves when entering any property for inspection purposes or when
inspecting the work of any contractor.

All transient motor homes, travel trailers and other units containing holding
tanks must arrive at the Company’s service area in an empty condition. Inspection
will be required of said units prior to their being allowed to hookup to the
wastewater system.

Issued: Effective:
ISSUED BY:
Matthew Garlick, President
Liberty Utilities (Entrada Del Oro Sewer) Corp.
12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392




LIBERTY UTILITIES (ENTRADA DEL ORO SEWER) CORP. Sheet No. 7

DOCKET NO. Cancelling Sheet No.

Applies to all WASTEWATER service areas

PART TWO
STATEMENT OF TERMS AND CONDITIONS

II. RULES AND REGULATIONS

The Company has adopted the Rules and Regulations established by the Commission as the basis
for its operating procedures. A.A.C. R14-2-601 through A.A.C. R14-2-609 will be controlling of
Company procedures, unless specifically approved tariffs or Commission Order(s) provide
otherwise.

Issued: Effective:
ISSUED BY:
Matthew Garlick, President
Liberty Utilities (Entrada Del Oro Sewer) Corp.
12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392
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LIBERTY UTILITIES (ENTRADA DEL ORO SEWER) CORP.

PLAN OF ADMINISTRATION FOR
PURCHASED POWER ADJUSTMENT MECHANISM

L. GENERAL DESCRIPTION.

This document is the Plan of Administration (“POA”) for the Purchased Power
Adjustment Mechanism (“PPAM”) for Liberty Utilities (Entrada Del Oro Sewer) Corp.
(“Liberty EDO” or “Company”) approved by the Arizona Corporation Commission
(“Commission”) in Decision No. on , 2017. The PPAM allows
Liberty EDO to pass through to its customers the increase or decrease in purchased power
costs that result from a rate change for any Commission-regulated electric service provider
supplying retail electric service to the Company.

II. PPAM RELATED FILINGS.

A.  Within 60 days of the effective date of a Commission Decision authorizing
a rate change in the approved tariffs for any Commission-regulated electric service
provider supplying retail electric service to the Company, the Company shall file with
Docket Control an analysis of the actual impact on the energy portion of the Company’s
electric service costs.

B. The Company will provide the Commission with spreadsheets detailing
exactly how the Company’s purchased power expenses were calculated in the time period
prior to a change in the rate that the Company must pay for purchased power. These
calculations will include basic service charges and rate and volume figures. That is, the
Company will break down its total purchased power bill into the amount due to fixed fees,
volume of electricity used, and the rates paid per unit of electricity. For the period
following the rate change, the Company will provide the same information, then compare
the two periods, isolating any change in purchased power cost that is due exclusively to a
rate change. The specific intent is to show exactly how much of any increase or decrease
is due to changes in rates beyond the Company’s control and how much is due to a change
in the amount of power that the Company consumes. The Company will only recover
increases or refund decreases that are due to changes in rates.

C.  All revised schedules filed with the Commission pursuant to the provisions
of this PPAM will be accompanied by documentation prepared by the Company in a format
approved by Ultilities Division Staff of the Commission and will contain sufficient detail
to enable the Commission to verify accuracy of the Company’s calculations.

D. The surcharges will not become effective until approved by the Commission.

1




E. The Company will file annually with the Commission a report detailing the
Company’s purchased power costs and any conservation or power-shifting measures

employed by the Company.

F. The Company shall provide notice (in a form acceptable to Staff) of the rate
increases to customers with the bill where the rate increase first appears.

III. APPLICATION TO SEWER CUSTOMERS.

A. The increase or decrease in purchased power costs that are due to changes in
rates at the Company’s sewer facilities will be allocated on a per capita basis.

B. See the following example:

Test Year Current Year

Purchased Power Purchased Power

Rate $0.0800=r~=> | Rate $0.1000
Kilowatt Hours Used 1,250,000 Kilowatt Hours Used 1,250,000
Purchased Power Purchased Power

Expense $100,000 Expense $125,000
Pass Through Calculation i
Current Year Purchased Power Expense N o e T ES1980
Test Year Purchased Power Expense ..~ = = $100,000

I_Increase in Purchased Power Expense Due to Rate Increase = $25,000

PPAM Charge on Sample Customer Bill == '
Increase in Purchased Power Expense Due to Rate Increase - $25,00i'
00

Number of Sewer Customers o ‘ 20,0
PPAM Charge on Sample Customer Bﬂi g ;A $1.25
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LIBERTY UTILITIES (ENTRADA DEL ORO SEWER) CORP.

PROPOSED PLAN OF ADMINISTRATION FOR
PROPERTY TAX ADJUSTMENT MECHANISM

I GENERAL DESCRIPTION.

This document is the Plan of Administration (“POA™) for the Property Tax
Adjustment Mechanism (“PTAM”) for Liberty Utilities (Entrada Del Oro Sewer) Corp.
(“Liberty EDO” or “Company”) approved by the Arizona Corporation Commission
(“Commission™”) in Decision No. on , 2017. The PTAM allows
Liberty EDO to pass through to its customers the increase or decrease in property taxes
that results from a change in the applicable assessment ratio and/or property tax rates.

II. PTAM RELATED FILINGS.

A.  Within 60 days of the effective date of a change in the assessment ratio and/or
property tax rates applicable to the Company, the Company shall file with Docket Control
an analysis of the actual impact on the Company’s property tax expenses.

B.  The Company will provide the Commission with spreadsheets detailing
exactly how the Company’s property tax expenses were calculated in the time period prior
to a change in the assessment ratio and/or property tax rate that affects the Company’s
property tax expenses. These calculations will include the assessment ratio, the property
tax rates, and the value of the property that was taxed. For the period following the
change(s), the Company will provide the same information, then compare the two periods,
isolating any change in property tax expense that is due exclusively to changes in the
assessment ratio and/or property tax rates. The specific intent is to show exactly how much
of any increase or decrease in property tax expense is due to changes in the assessment
ratio and tax rates beyond the Company’s control and how much is due to changes in the
value of the property the Company owns. The Company will only recover increases or
refund decreases that are due to changes in the assessment ratio and tax rates.

C. All revised schedules filed with the Commission pursuant to the provisions
of this PTAM will be accompanied by documentation prepared by the Company in a format
approved by Utilities Division Staff of the Commission and will contain sufficient detail
to enable the Commission to verify accuracy of the Company’s calculations.

D. The surcharges will not become effective until approved by the Commission.

E. The Company will file annually with the Commission a report detailing the
Company’s property tax expenses.




F. The Company shall provide notice (in a form acceptable to Staff) of the rate
increases to customers with the bill where the rate increase first appears.

1.  APPLICATION TO SEWER CUSTOMERS.

A. The increase or decrease in property tax expenses that are due to changes in
the assessment ratio and/or property tax rates at the Company’s sewer facilities will be
allocated on a per capita basis.

B. See the examples on the next page:




Change in Assessment Ratio Example

Test Year Current Year

Assessment Ratio 20.00% | mmmp | Assessment Ratio 21.00%
Property Full Cash Vaiue $10,000,000 Property Full Cash Value $10,000,000
Assessed Valuation $2,000,000 Assessed Valuation $2,100,000

Change in Assessed Valuation

Current Year Assessed Valuation $2,100,000
Test Year Assessed Valuation $2,000,000
Increase in Assessed Valuation Due to Increase in Assessment Ratio $100,000
Test Year Current Year

Total Property Tax Rate 10.00% Total Property Tax Rate 10.00%
Assessed Valuation $2,000,000 Assessed Valuation $2,100,000
Property Tax Expense $200,000 Property Tax Expense $210,000

PTAM Charge on Sample Customer Bill . ,, o ‘
Increase in Property Tax Expense Due to Increase in Assessment Ratlo e ae - TR 0100
Nurmber of Sewer Customers. o e il e Tl VT Sl00d
PTAM Charge on Sample Customer Bill ‘ s o s 8050

Change in Total Property Tax Rate Example

Test Year Current Year

Total Property Tax Rate 10.00% ‘ Total Property Tax Rate 11.00%
Assessed Valuation $2,000,000 Assessed Valuation $2,000,000
Property Tax Expense $200,000 Property Tax Expense $220,000

Pass ﬁrough Calculation

Current Year Property Tax Expense il s U T o0 6
Test Year Pmperty Tax Expense : : L ; . S $200,000
increase in Property Tax Expense Dueito Rate Increase L = 5 520,000

PTAM Charge on Sample Customer Bill.. - : 7
Increase insProperty Tax Expense Due 10 Rate lncrease . 5 : . 890000
Number of Sewer Customers ...« g - kR 720,000
PTAM Charge on Sample Customer Bill - ' e 8100
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L INTRODUCTION.
Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
A. My name is Matthew Garlick. My business address is 12725 W. Indian School

Road, Suite D-101, Avondale, Arizona 85392.

Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

A. I have been employed by Liberty Utilities since 2000. On June 1, 2015, I became
President of the Liberty Utilities regulated utilities in Arizona and Texas, including
Liberty Utilities (Entrada Del Oro Sewer) Corp. (“Liberty EDO” or “Company™),
formerly known as Entrada Del Oro Sewer Company, Inc.

Q. ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?

>

I'm providing this testimony on behalf of the applicant, Liberty EDO.
Q. PLEASE DESCRIBE YOUR RESPONSIBILITIES AS PRESIDENT OF
LIBERTY UTILITIES IN ARIZONA/TEXAS.

A. I am responsible for Liberty Utilities’ water and sewer operations in Arizona and
Texas.! This includes directing the daily operations and administration of all of the
utilities, including their financial and operating results, capital and operating cost
budgeting, rate case planning and oversight, and regulatory policies and
procedures.  As President, I also oversee customer and development services,
environmental, health and safety, accounting/finance, human resources,

engineering, and conservation planning.

! In Arizona, along with Liberty EDO, Liberty Utilities also owns and operates Libert
Utilities (Bella Vista Water) Corp. (“Liberty Bella Vista), Liberty Utilities (Blac
Mountain Sewer) Corp. (“Liberty Black Mountain™), Liberty Utilities (Gold Canyon
Sewer) Corp., Liberty Ultilities (Litchfield Park Water & Sewer) Corp. (“Liberty
Litchf;leld Park”), and Liberty Utilities (Rio Rico Water & Sewer) Corp. (“Liberty Rio
Rico™).
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WHAT OTHER POSITIONS HAVE YOU HELD WITH LIBERTY
UTILITIES?

I was hired in January 2000 as a Technical Services Supervisor. In November
2009, I was named Business Manager of Liberty Utilities (Litchfield Park Water &
Sewer) Corp. (formerly known as Litchfield Park Service Company), and was
responsible for operations for approximately 40,000 utility customers. In March
2012, T assumed the role of Director of Operations — Arizona, and was responsible
for operations throughout Arizona, as well as Texas, Missouri, and Illinois. In June
2015, I became President of our operating utilities in Arizona and Texas.

WHAT WAS YOUR EDUCATION AND EMPLOYMENT PRIOR TO
LIBERTY UTILITIES?

For 15 years prior, I was a Senior Project Geologist with an environmental
engineering firm called Environmental Science and Engineering. My role was to
direct and support other project scientists in the daily work activities on various
State of Arizona Water Quality Assurance Revolving Fund (WQARF) groundwater
remedial projects. Before that, I earned a Bachelor of Science degree in Earth
Science from Northern Arizona University.

DO YOU HOLD ANY CERTIFICATIONS?

Yes. I hold the highest level of Operator Certifications (Grade IV — WD, WP,
WWT, and Grade IIIl in WWC) in Arizona. I am also a certified Backflow Tester.
Additionally, I belong to several professional organizations such as the American
Water Works Association (AWWA), and American Backflow Preventer
Association (ABPA). In addition, I am a Board Member for both Water Utilities
Association of Arizona and Independent Water and Sewer Companies of Texas.
HAVE YOU TESTIFIED BEFORE THIS OR ANY OTHER COMMISSION?

Yes, I recently testified during the hearing on the Liberty Black Mountain rate case

2




1 and financing dockets,? and 1 have submitted pre-filed direct testimony in the
2 pending Liberty Bella Vista and Liberty Rio Rico rate cases and financing
3 applications, all of which have been consolidated.?
4 1 Q. WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY IN THIS
5 PROCEEDING?
6] A To support Liberty EDO’s request for rate relief. Specifically, 1 provide general
7 background, first concerning Liberty Utilities, and then regarding Liberty EDO.
8 I'will also explain the approach we took preparing this rate case, specifically, the
9 steps we have taken and the relief we are seeking to soften the impact of needed
10 rate increases. lalso address the Company’s request for approval of certain
11 expense adjusters, adjusters that we feel should be standard practice in this
12 industry, and explain the Company’s proposed changes to its Tariff of Rates and
13 Charges. Finally, I touch on the Company’s request for financing, which is being
14 filed at the same time, and we are asking that this rate case and the financing
15 application be consolidated.
16 | Q. CAN YOU SUMMARIZE THE STEPS LIBERTY IS TAKING TO LESSEN
17 THE IMPACT OF RATE INCREASES ON CUSTOMERS?
18 | A. Yes. First, we have increased contributions in aid of construction (“CIAC”) on our
19 books to reflect CIAC that was previously treated as paid in equity by the
20 Company’s prior owners. Mr. Bourassa explains this adjustment in his direct
21 testimony.* Second, we have removed plant held for future use from rate base.
22 These two adjustments have reduced the proposed fair value rate base by over
2313 Docket Nos. SW-02361A-15-0206 and SW-02361A-15-0207 (consolidated).
24 | 3 Docket Nos. W-02465A-15-0367, W-02465A-15-0370, WS-02676A-15-0371, and WS-
25 02676A-15-0371.
* Direct Testimony of Thomas J. Bourassa — Rate Base, Income Statement and Rate
26 [| Design (“Bourassa Dt.”) at 7-8. :
SHATRO LA Y
- Conron: 3
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$1.3 million. Third, we are proposing that the necessary rate increases be phased

in over two years.
OVERVIEW OF LIBERTY UTILITIES.
PLEASE PROVIDE AN OVERVIEW OF LIBERTY UTILITIES.

Liberty Utilities Co. (“Liberty Utilities™) is a Delaware corporation that operates
regulated gas, water, sewer and electric utilities in eleven states—Arizona,
Arkansas, California, Georgia, Illinois, Iowa, Massachusetts, Missouri, Montana,
New Hampshire and Texas. Liberty Utilities Co. is a subsidiary of Liberty Utilities
(Canada) Corp. (“Liberty Utilities Canada”). The Arizona utilities, including
Liberty EDO, are wholly owned subsidiaries of Liberty Utilities (Sub) Corp.,
which is a wholly owned subsidiary of Liberty Utilities. Algonquin Power &
Utilities Corp., or APUC, a publicly traded member of the Toronto Stock
Exchange, ultimately owns all of the Liberty Utilities entities, including Liberty
EDO.

APUC s a $4.1 billion electric generation, transmission and distribution
utility company based in Oakville, Ontario. APUC is listed on the Toronto Stock
Exchange and is a registrant with the U.S. Security and Exchange Commission.
APUC subsidiaries own and operate regulated water, sewer, gas and electric
utilities in the United States, and own non-regulated generation facilities and
regulated electric transmission and natural gas pipelines throughout the United
States and Canada. The distribution business group operates in the United States as
Liberty Utilities and provides rate-regulated water, sewer, electricity and natural

gas utility services to nearly half a million customers.’

> Liberty Utilities currently has over 550,000 regulated customers.
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More recently, on February 11, 2016, APUC announced a joint agreement
under which Liberty Utilities will merge with the Empire District Electric
Company. Founded in 1909, Empire is a regulated utility company that provides
electric, natural gas and water services to 218,000 customers in Missouri, Kansas,
Oklahoma, and Arkansas. Empire also owns and operates its own electric
generation facilities in the region. The proposed merger with Empire marks a
significant evolution of the regulated utility business component of our
organization. Collectively, upon regulatory approval, we will be serving close to
800,000 customers (up from 550,000) and grow our regulated rate base to
$3 billion. Our Arizona customers will continue to benefit from shared services
and expertise provided under the Liberty Utilities umbrella as we continue to
spread it out over an increasingly larger base of customers.

APUC’s electric generation business group operates as Algonquin Power
Co. (“APCO”) and owns or has interests in a portfolio of north American based
contracted wind, solar, hydroelectric and natural gas powered generating facilities
representing more than 1,150 MW of installed capacity. The transmission business
group invests in rate regulated electric transmission and natural gas pipeline
systems in the United States and Canada. Common shares and preferred shares of
APUC are traded on the Toronto Stock Exchange under the symbols AQN,
AQN.PR.A and AQN.PR.D. The APUC website is
www.AlgonquinPowerandUtilities.com.

WHAT IS LIBERTY UTILITIES’ OVERALL PHILOSOPHY REGARDING
THE OPERATION OF ITS REGULATED UTILITY BUSINESSES?

Liberty Utilities promotes a common set of organizational values to help guide
day-to-day business decisions. These organizational values are Quality, Efficiency

and Care. They are the foundation of the Liberty Utilities culture and provide

5
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guidance on day-to-day business operations. Overarching all of those organization
values is Safety. Liberty Utilities considers Safety a meta-level value and places
safety of customers, employees and community first and foremost. In addition to
local operations, strategic oversight and administrative support services are
provided centrally from Liberty Utilities Canada and APUC to the local utility
businesses. We take this approach because we believe these services can be
provided more cost effectively and in a manner that ensures consistent quality
across all of our operating utilities if provided on a shared services basis. We strive
to ensure, however, that doing so will not detract from the local presence that is
valued by our customers and regulators. Customers receive significant benefits
from this shared services model and the local approach in the provision of high
quality. utility service.
HOW DOES LIBERTY UTILITIES’ REGULATORY PHILOSOPHY
INFLUENCE THE WAY IN WHICH IT APPROACHES THE
MANAGEMENT AND OPERATION OF THE UTILITIES IT OWNS?
We believe that there is no adequate substitute for local management, local
decision-making and local operational control for a utility that is serious about
achieving the highest level of customer satisfaction and maintaining strong
regulatory compliance. We believe that utilities can best meet the needs of
customers and regulators when the people making the decisions impacting the
communities they serve are located near those customers and are in close contact
with customers and regulators. In terms of operating its regulated utilities, Liberty
Utilities focuses on local management control and operation. We operate on the
following corporate principles—Local. Responsive. We Care.

Each state has a President who directs the utilities in that state. T am that

President in Arizona and Texas. The state presidents have local decision making

6
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authority and responsibility, including operational and financial authority. We
have local customer service representatives to interact with customers directly.
Customers, based on our experience, appreciate the “local” aspect of our service,
and we try to accomplish that wherever reasonably possible. We have been
successful in implementing this local service approach in Arizona.

WHAT ROLE DOES LIBERTY UTILITIES PLAY IN THE OPERATION
AND MANAGEMENT OF LIBERTY EDO?

Liberty Utilities is more than just a holding company — it is the operator of Liberty
EDO. Employees that operate, administer and manage the day-to-day operations
are employed by Liberty Utilities Service Corp. (“LUSC™), a direct subsidiary of
Liberty Utilities. Liberty Utilities is also Liberty EDO’s source of capital for utility
plant investment and operations with investment capital ultimately coming from
APUC.

ARE THERE ADVANTAGES TO OPERATING IN THIS MANNER?

Yes, there are substantial advantages. To start, operating in this manner achieves
economies of scale that allow us to provide great service at a reasonable price.
As a stand-alone utility, Liberty EDO would have to hire and pay full time
engineering staff, human resources, safety and rates personnel, repair and
maintenances staff, accounting and billing staff, and customer service and
management. In turn, those stand-alone costs would be incorporated into rates.
We all see these financial realities daily in the hundreds of small water and sewer
utilities regulated by the Commission. In Arizona, Liberty Utilities currently has
107 employees working to provide the best possible service at a reasonable cost to

the customers of six different regulated water and wastewater utilities.
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BUT DOES THE COMPANY REALLY NEED THAT MANY FULL-TIME
EMPLOYEES TO OPERATE SAFELY AND RELIABLY?

Please keep in mind that Liberty EDO does not have any full-time staff, which
illustrates the benefits of Liberty’s operations model. Each of us within the Liberty
Utilities structure has a role in the running of all of the utility operations and that
allows us to have the right people with the right skills available to do the Jjob for
each and any utility as needed. This operational structure also allows us to share
those necessary costs over multiple entities, in turn reducing service costs and rates

for customers.

DOESN’T THIS ARRANGEMENT RESULT IN CONFUSION OVER THE
COSTS FOR LIBERTY UTILITIES’ VARIOUS ARIZONA UTILITIES?

No. All direct costs related to each utility’s specific operations are direct charged
to that utility. Common costs are pooled and allocated through a central cost
allocation. ~ Mr. Killeen, Director, Regulatory Strategy for Liberty Ultilities
(Canada) Corp., addresses the corporate cost allocations from APUC and Liberty
Utilities Canada in his direct testimony. All of the costs are scrutinized in the
ratemaking process.

OVERVIEW OF EDO.

PLEASE PROVIDE AN OVERVIEW OF LIBERTY EDO.

The Company was formed for the purpose of providing wastewater utility service
to the Entrada Del Oro development located in Pinal County about four miles east
of Gold Canyon. The Company’s service area includes approximately 160 acres,
336 residential units, a school site, and certain common areas. Liberty Ultilities
acquired the stock of Entrada Del Oro Sewer Company, Inc. in a transaction that

closed in August 2008.
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DID LIBERTY UTILITIES SEEK COMMISSION APPROVAL FOR THE
PURCHASE OF THE COMPANY’S STOCK?

Yes. The proposed transaction was approved as a reorganization of a holding
company relating to Liberty Litchfield Park, then a Class A utility, in Decision No.
73350 (August 21, 2012) pursuant A.A.C. R14-2-801, ef seq.

PLEASE DESCRIBE THE LIBERTY EDO SYSTEM AND FACILITIES.
Liberty EDO currently serves 336 residential customers. Collected wastewater is
delivered to the Entrada Del Oro wastewater treatment plant (“EDO WWTP”).
The EDO WWTP was constructed in 2006 with an original design capacity of
150,000 gallons per day (gpd). The plant could treat up to 300,000 gpd with
additional improvements. Effluent disposal is through permitted discharge at a
location approximately one mile north of the facility.

WHAT WERE THE TEST YEAR WASTEWATER FLOWS INTO THE
PLANT?

The peak daily flows were 77,000 gpd during the test year, and the average
monthly wastewater flow during the test year was 39,194 gpd.

DOES THAT MEAN THE PLANT IS TOO BIG?

It means we have a treatment plant that was built, in part, to handle larger flows
than we have experienced to date. It must be remembered, however, that this plant
was constructed in 2006, which means it was designed, planned, permitted and
constructed during the high growth years from 2003-2006. In Arizona at that time,
it was perfectly reasonable to expect, plan and construct facilities to keep up with
extensive growth. Although the EDO subdivision did not ultimately take off as
planned, we need to evaluate those decisions in light of the information available at

the time the decision to design, permit and build the plant was made.




1 What the prior owners did was construct certain portions of the treatment
2 plant in 2006 in a manner that took advantage of economies of scale and would
3 mean that the operators could avoid major system disruption to make the same
4 improvements at a later date. In other words, they built the plant with the
5 capability to expand from its currently as-built level of 150,000 gallons per day to
6 300,000 gallons per day. The result, given the economic downturn that started in
7 2008 and its impact on the Arizona real estate market, is that we now have a
8 treatment plant that has some parts that are bigger than we currently need. This is
9 also known as plant held for future use.

10 | Q. CAN THE COST OF THESE FACILITIES BUILT IN ANTICIPATION OF

11 MORE RAPID GROWTH BE QUANTIFIED?

12 | A. Yes. The EDO WWTP has an original cost of approximately $2.8 million.®

13 Approximately $299,000 was the cost of making the plant capable of expansion

14 from 150,000 gallons per day to 300,000 gallons per day.

151 Q. HOW WAS THAT AMOUNT DETERMINED?

16 | A.  We hired NCS Engineering to conduct an engineering analysis and make this

17 determination. That analysis is attached to my testimony as Exhibit MG-DT1.

18 Essentially, NCS determined what facilities at the plant as constructed go beyond

19 the plant capacity of 150,000 gpd as built. NCS reviewed each portion of the plant

20 as built and determined that $299,000 in facilities went beyond the needs of the

21 plant as constructed for treatment of 150,000 gpd. We can surmise that had the

22 owners not believed they would soon need more than 150,000 per day of capacity,

23 they would have spent $299,000 less and not made the plant expandable. But they

24 believed they would need the additional capacity soon enough, and believed it was

25

26 | ©Based upon 2006 plant additions to plant accounts 354, 371, and 380.

A PRort st Conrommsion
' ' 10
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cheaper and less disruptive to make the plant expandable from the start.

BUT WHY ISN'T EVERYTHING OVER THE PEAK FLOW
UNNECESSARY?

Because it isn’t that simple.

WHY NOT?

Perhaps the best way of looking at these issues is that the original owners of the
Company built some facilities so that those facilities could be expanded to
ultimately treat 300,000 gpd of sewage. As constructed, some facilities were built
to serve 150,000 gpd. And, the design, construction and cost of some facilities
would be the same whether the Company treats 77,000 gpd, 150,000 gpd or
300,000 gpd. As a result, the engineers analyzed how much extra cost resulted
from the facilities that were sized to treat up to 300,000 gpd with additional
improvements, the cost of the plant held for future use.

THANK YOU. WHEN DID THE CURRENT RATES GO INTO EFFECT?
The current rates were approved in Decision No. 68306 (November 14, 2005),
more than eleven years ago when the Commission granted the CC&N. At that
time, the Commission ordered a rate case in the sixth year of operations.

WHY DIDN’T LIBERTY EDO FILE SOONER?

Liberty Utilities acquired the Company in 2008 and it took us a while to fully
integrate the Company’s pre-existing books and finances into the Liberty model.
In 2011-2012, when the Company was in its sixth year of operation, we also were
involved in rate cases for our bigger Arizona utilities (Liberty Litchfield Park and
Liberty Rio Rico), as well as the ongoing plant closure for Liberty Black Mountain,
all of which required a substantial amount of time and resources. As a result, it
appears that filing a general rate case for Liberty EDO got pushed down the

priority list. In the meantime, customers have avoided any rate increases since the

11
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CC&N decision in 2005, more than a decade ago. Put another way, Liberty EDO’s
customers have benefitted from wastewater service at below cost rates for many
years.

WHY IS LIBERTY EDO FINALLY FILING A RATE CASE NOW?

The Company is clearly under earning, charging rates based on more than 10 year
old estimates from before the Company started serving customers, and we are now
well past the time the Commission ordered the Company to file a general rate case.
We simply could not wait any longer.

BUT MR. GARLICK, ISN°'T THE DELAY IN FILING THE REASON
LIBERTY EDO NOW NEEDS A SUBSTANTIAL RATE INCREASE OF
OVER 90 PERCENT?

I think that’s overly simplistic. For one thing, whenever the Company came in for
its first rate case, there was likely to be a substantial change in rates. The initial
rates were based on estimated plant and operating expense numbers, and a true up
to real numbers was likely to result in a significant rate increase, whether it was in
2012, 2014 or now, 2016. Additionally, our plant has further depreciated without
offsetting capital improvements, so that additional passage of time has actually
helped to keep the necessary rate increases from being higher. Likewise, while
virtually every expense is higher now than over 10 years ago, the Liberty model
has likely offset some of the impacts of such cost inflation. Today, the Company is
providing a high level of service quality as efficiently as possible. The time has
now come for the rates to cover the cost of service.

WHAT IS LIBERTY EDO’S CURRENT COMPLIANCE STATUS?

To the best of our knowledge, Liberty EDO is otherwise in compliance with the
rules and regulations of ADEQ, ADWR, and the Commission, with the single

12
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exception regarding the timing of this rate case as ordered by the Commission as I
discussed earlier.

ADJUSTMENT MECHANISMS.

YOU MENTIONED EARLIER THAT LIBERTY EDO IS SEEKING
CERTAIN APPROVALS REGARDING DEFERRED ACCOUNTING AND
ADJUSTMENT MECHANISMS. CAN YOU START BY IDENTIFYING
THE SPECIFIC RELIEF THE COMPANY SEEKS?

I would be glad to. On the expense side, we are seeking approval of a Purchased
Power Adjustment Mechanism (“PPAM”) and a Property Tax Adjustment
Mechanism (“PTAM”).

IS IT COMMON FOR THE COMMISSION TO APPROVE THESE TYPES
OF ADJUSTERS FOR WATER AND SEWER UTILITIES, MR. GARLICK?
No, but it should be. These types of adjusters are necessary to ensure that the
utility has a fair chance to actually earn the revenue requirement the Commission.
WHAT DO YOU MEAN?

The rates set by the Commission usually do not result in the utility actually earning
its revenue requirement. At least that’s largely been Liberty’s experience, and this
is largely attributable to the use of the historical test year, under which rates go into
effect some two or more years after the “test year.” The lack of forward looking
rate setting measures means that the only way rates can keep up with plant and
expenses and to partially overcome regulatory lag is to file a lot of rate cases.

For years, I experienced the difficulties stemming from inadequate revenues
from an operations standpoint, where every cost increase we absorbed at the
operating level took away from the shareholder’s return. Now, as President, I see
that impact every day, as I have to compete with utilities in all the other states

where Liberty operates, and nearly all of those other utilities consistently deliver

13
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better returns than our systems in Arizona. So, I came to this and our other
pending rate cases with the belief that the rate setting process can be improved, and
one way is broader use of things like expense adjusters to help combat cost
increases that are outside the utility’s control, but erode away any chance at earning
an adequate return.

HOW WILL THE PROPOSED ADJUSTERS HELP ADDRESS THE
CONCERNS YOU HAVE EXPRESSED?

Rate cases are expensive and take a long time, so the failure to recover cost
increases between rate cases undermines any realistic opportunity we have to earn
our authorized revenues and returns. This is particularly an issue here in Arizona,
which uses a historic test year. Adjusters like these allow utilities to recover
increases in specific operating costs that occur between test years and rate cases.
Adjusters also allow decreases in operating costs to reduce the rates customers pay
for service.

BUT DON’T THESE TYPES OF ADJUSTERS DISCOURAGE UTILITIES
FROM MANAGING THEIR OPERATING EXPENSES?

I don’t agree with that. We are talking about necessary costs of service, and many
of these expenses are largely or entirely outside of our control. The rate for power
and the components of the property tax evaluation are not within our control.
Because they are not within our control, the notion that operating expenses will run
wild with adjusters is nonsense.

THANK YOU. WOULD YOU PLEASE SUMMARIZE THE PPAM?

The PPAM allows Liberty EDO to increase rates in order to recover increases in
purchased power costs resulting from increases in the rates charged by Salt River
Project (SRP), our electric utility provider. These changes in SRP’s rates are

beyond our control. In addition, the form of the PPAM is consistent with the form

14
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of PPAM approved in Decision No. 74437 (April 18, 2014) for Liberty Litchfield
Park. Mr. Bourassa explains the specifics of the PPAM further in his direct

testimony.’

Q. WHATIF ELECTRIC UTILITY RATES GO DOWN?

>

Then our operating expenses will go down and the PPAM will adjust the rates to

recognize that decrease. Again, adjusters are fair because they work whether costs

go up or down. I assume that’s why the Commission has approved and recognized
purchased power and other similar adjusters for electric and gas utilities, and why it
recently approved a PPAM similar to the one proposed here for Liberty Litchfield

Park.®

Q. PLEASE SUMMARIZE THE PTAM.

A. As Mr. Bourassa explains in his direct testimony, the PTAM would allow rates to
adjust, up or down, based on changes in the property tax rate and/or assessment
ratios.” Like the rates for power charged by SRP, these factors are outside of our
control. Also, like increases in purchased power, increases in property taxes, if
unrecovered, will undermine the Company’s ability to earn its authorized return.
The PTAM addresses this in a manner similar to that in which the PPAM addresses
changes in the rates for power.

V. PROPOSED RATE PHASE IN.

Q. WHY IS THE COMPANY PROPOSING TO PHASE IN THE RATE

INCREASES APPROVED IN THIS RATE CASE?

A. Because we want our customers and the Commission to know that our corporate

principles — “Local, Responsive, We Care” are more than just slogans. We

" Bourassa Dt. at 16-17.
8 Decision No. 74437 (April 18, 2014).
? Bourassa Dt. at 17.

15




1 believe the requested increase is what we need to recover our operating expenses

2 and earn a reasonable return. We also recognize that a 90 percent rate increase is

3 significant and we took steps in preparing this rate case to minimize the impact on

4 the customers, including phasing in the rates.

51 Q. AT WHAT POINT IS AN INCREASE SIGNIFICANT ENOUGH TO

6 WARRANT A PHASE-IN, MR. GARLICK?

71 A There is no black and white line. Before we started to prepare this case for filing,

8 I'could not envision a situation where a Liberty utility would actually propose

9 phased in rates. But this case presents unique circumstances. We have a small,
10 remote residential community that was expected to be a lot bigger, with a lot more
11 customers sharing the cost of making safe and reliable sewer utility service
12 available. We have customers that have never seen a rate increase, and it’s been
13 over a decade since the current rates were set in a CCN proceeding. We also have
14 a shareholder that is entitled to a fair return on its investment yet has been
15 subsidizing the cost of service for the Liberty EDO customers. I had to balance all
16 of these factors in directing my team on what to do in this rate case.
17 In the end, we tried to strike a fair balance. As Mr. Bourassa explains, we
18 have reduced fair value rate base by about $1.15 million to account for CIAC.!°
19 Based on the facts underlying this case, increasing CIAC is the right thing to do.
20 So was the reduction I discussed above in my testimony to remove the cost of plant
21 held for future use. And in this rare instance, we believe a limited phase in also is
22 appropriate. 1 hope the Commission will understand that we are trying to do the
21 Original cost rate base is reduced by over $927,483 (Gross CIAC of $1,013,352 less
24 | accumulated amortization of $85,869).  Reconstruction Cost New less depreciation rate

base is reduced by nearly $1,367,125 (Gross RCN CIAC of $1,555,616 less RCN
25 | accumulated amortization of $155,486). Fair Value Rate Base was reduced by
approximately 1.15 million ($927,483 plus $1,367,125 divided by 2). See Bourassa Dt. at
26 [ 8; Schedule B-1.
SEaTRo LAY TR
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>

>

right thing here and not construe this effort as Liberty’s consent to phasing in rates
in other circumstances. It wasn’t easy to take steps that affirmatively and
considerably reduce our revenue requirement and I hope that the Commission and
our customers recognize the extraordinary measures we have taken.

THANK YOU, MR. GARLICK. CAN YOU DESCRIBE THE COMPANY’S
PROPOSED PHASE IN OF THE NECESSARY RATE INCREASES?

I will leave the specific details to Mr. Bourassa.!! What I asked for and what we
propose is a limited phasing in of the new rates under which Liberty EDO will be
made whole in the end.

WHAT DO YOU MEAN BY A “LIMITED” PHASING IN OF THE RATES?
One that allows for the return to the actual rates in no more than three years.
Longer phase in periods result in a significant rate burden in the latter years as
customers pay to make the utility whole after the “deferral” years.

BUT WHY DOES THE COMPANY NEED TO BE MADE WHOLE?

I am not a lawyer, but my understanding is that if the Commission says a utility is
entitled to a certain revenue requirement in order to recover its reasonable and
prudent operating expenses and a fair return, it can’t then say “but we’re not giving
it all to you.” Here, we need a make whole provision because it’s ultimately the
sharecholder’s money. The Company can defer recovery to lessen the impact on
customers, but we are not proposing that we give away our returns or revenue
foregone during the phase-in. That’s why our phase in proposal is for a limited

period of time, at the end of which Liberty EDO would be made whole.

' Bourassa Dt. at 15.

17




1] VI. TARIFF CHANGES.
2 1 Q. DOES LIBERTY EDO PROPOSE ANY CHANGES OR MODIFICATIONS
3 TO ITS TARIFFS?
41 A Yes. A copy of the new proposed tariff is attached to the rate application as
5 Attachment 2.!? The proposed tariff is part of our effort to standardize all of the
6 tariffs for Liberty Utilities’ operating subsidiaries in Arizona. Standardizing our
7 tariffs is intended to promote efficiency by streamlining administration and
8 accounting for all of our Arizona utilities, and reducing confusion.
91 Q. CAN YOU SUMMARIZE THE MORE SIGNIFICANT SPECIFIC
10 CHANGES BEING PROPOSED?
11 | A. Yes.
12 e Rates: The Company’s proposed rates have been inserted, including the
13 phase-in period I discussed above.
14 ¢ Additional Charges: The Company is also proposing a simplified statement
15 of charges that will standardize charges as much as possible across all of
16 Liberty Utilities’ companies in Arizona. At Liberty EDO, for example, the
17 establishment fee would decrease from $30 to $25. The Company is also
18 proposing to calculate certain fees based on formulas in order to more
19 accurately align charges with actual costs. For example, the delinquent
20 reconnection charge would change from a flat amount of $60 to being
21 driven by the actual cost of disconnection. Further, the after-hours service
22 charge would be $50, regardless of the work process performed, and be
23 charged in addition to the regular business hours service charge.
24
ol i A redline comparing the new tariff to the current tariff has also been included in the
26 | Company’s workpapers.
SEATIRO LAY e
‘ 18




O 0 3 N L bW N =

[ I N R N N O o T e S S G
UI-BUJNP—‘O\OOQ\)O\MJAUJNHO

26

SHAPIRO LAW FIRM

A PROFESSION AL CORPORATION

VIIL

>

e Commercial Rate Design: Although the Company currently does not have
any commercial customers, provisions for billing commercial customers
based on water usage, including billing methodology when water use data is
not available, have been added to the Tariff in the event that a commercial
entity connects to the system.

e An Effluent Rate has been added.

REQUEST FOR FINANCING APPROVAL.

IN HIS DIRECT TESTIMONY, MR. BOURASSA MENTIONS A NEW
CAPITAL STRUCTURE EQUAL TO 70 PERCENT EQUITY AND
30 PERCENT DEBT. WHY IS LIBERTY EDO PROPOSING A NEW

CAPITAL STRUCTURE?

The Company presently has a 100 percent equity and O percent debt capital
structure. However, at the same time as this rate application is being filed, the
Company is filing a financing application. The sole purpose of the requested
financing approval is for the Company to infuse debt into the Company’s capital
structure, resulting in a more balanced 70 percent equity and 30 percent debt
capital structure. This is part of a Liberty-wide effort to modify and maintain each
of the Arizona operating utilities at 70 percent equity and 30 percent debt, as we
have already requested similar orders for Liberty Black Mountain, Liberty Rio
Rico and Liberty Bella Vista in their pending rate and financing dockets.

WHAT AMOUNT OF DEBT APPROVAL IS BEING REQUESTED?

We are seeking to obtain approval to finance debt of up to $1.75 million.
This amount of debt will allow us to rebalance the Company’s capital structure
from its 100 percent equity capital structure to the 70-30 equity to debt structure
Mr. Bourassa utilized in this rate filing, and then to maintain that structure at those

levels on a going-forward basis.

19




Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?
A. Yes.
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September 4, 2015

Todd Wiley, Assistant General Council
Liberty Utilities

12725 W. Indian School Rd. Suite D101
Avondale, AZ 85392

Re:  Entrada Del Oro WWTP
Capacity and Cost Differential Analysis

Dear Mr. Wiley:

The Entrada Del Oro (EDO) WWTP was constructed in 2006 with an original design capacity of
150,000 gallons per day (gpd). The plant is equipped to handle up to 300,000 gpd with additional
improvements. We understand that the plant is not treating the amount of flow anticipated during
the time of original design. This letter is written to confirm the current and anticipated flows of the
Entrada Del Oro WWTP as well as estimate additional costs incurred for the following two

scenarios:

1. Additional cost if the plant were originally constructed for 150,000 gpd, and
2. Additional cost if the plant were constructed for the current anticipated maximum for the next
five years (estimated at 97,400 gpd as described below).

The treatment process includes an influent pump station, rotating screen headworks, splitter box, two
mechanical wastewater treatment trains (activated sludge treatment with nutrient removal, clarifiers,
and aerobic sludge digestion), post-equalization, tertiary disk filtration, ultraviolet (UV) disinfection,
and effluent pump station. Effluent disposal is through NPDES discharge at alocation approximately
one mile north of the plant. It is assumed that these same components would have been required for
both lower flow scenarios. Attachment A contains photos of the system.

Scenario 1 - Additional cost if the plant were constructed originally for 150,000 gpd

The influent pump station, flow splitter box, flow equalization basin, tertiary filter, UV disinfection,
and effluent pump station were sized to handle 300,000 gpd (all containment and mechanical
equipment that was needed for 300,000 gpm was provided). Two basins were constructed for the
biological treatment system (aerobic sludge digestion, biological treatment, and clarifier), each
capable of handling 150,000 gpd. However, only one of the two systems was equipped with

202 East Earll Drive, Suite 110, Phoenix, Arizona 85012 ¢ T: 602 629 0206 * E: 602 629 0223




Liberty Utilities, Entrada Del Oro WWTP
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mechanical equipment so it can be operated. Therefore the biological treatment system is only
capable of handling 150,000 gpd. Blowers were provided to handle treatment to 150.000 gpd.
However the building contained spaces for additional blowers for an expansion to 300,000 gpd.
Also, odor control was constructed for 300,000 gpd.

The total cost differential is $299,000 to provide the capability to expand to 300,000 gpd. as
summarized in Table 1. Attachment B presents the differential cost analysis with notes. Attachment
C contains an analysis of the treatment system that shows that it can handle wastewater with EDO’s

characteristics.

Table 1. Scenario I Cost Addition Summary

[tem Cost Addition | Notes

Smaller pumps and less concrete could have
Influent Pump Station $57.200 | been used.
Headworks $19.000 | Smaller unit could have been used.

A v-notch weir could have been eliminated.
Flow Splitter Box 5300 | Box was the smallest available.

Less precast equipment, Smaller concrete
Biological Treatment System $179.000 | slab and covers could have been used.
Tertiary Filtration $15.000 | Smaller unit could have been used

Smaller unit could have been used. different
UV Disinfection $24.000 | manufacturer.

Smaller pumps only. Same wetwell size

would have been used to provide plant utility
Effluent Pump Station $8,000 | water and minimize potable makup water.

Smaller exhauster, smaller odor handling
Odor Control $15,300 | woodchip unit could have been used.

Generator could have been 250 instead of
Generator S5.000 | 300 KVA.

Addition of 132 sf for more blowers for
Building and Laboratory $11.200 | 300.000 gpd treatment.
Sitework and Safety $15.000 | Lesser grading and paving needed.
Total $299.000

Scenario 2 - Additional cost if the plant were constructed for 97,400 gpd

The flow of 97,000 gpd is based on EDO’s current customer count of 336 Using 2.5 persons per
home, design flow for existing current customers is 84,000 gpd. Applying an annual growth rate
of 3% for five years, the design that would be used for this treatment plant is 97.400 gpd. Note
that current flow records reveal a peak flow of 77.000 gpd. Attachment D presents the cost
analysis with notes. The total cost differential is $525.900 between a 97,400 gpd facility and a
300.000 gpd facility, per the breakdown of additional costs shown below:




Liberty Utilities, Entrada Del Oro WWTP
9/4/15
Page 3

Table 2. Scenario 2 Cost Addition Summary

Item Cost Addition | Notes
Smaller pumps and less concrete could have
Influent Pump Station $10,300 | been used.
Headworks $19,000 | Smaller unit could have been used.
A v-notch weir could have been eliminated. Box
Flow Splitter Box $300 | was the smallest available.
Biological Treatment Smaller precast system, smailer pipes and
System $350,500 | equipment could have been used.
Tertiary Filtration $26,000 | Lower cost drum filter could have been used.
Smaller unit, different manufacturer could have
UV Disinfection $44.200 { been used.
Smaller pumps only. Same wetwell size would
have been used to provide plant utility water and
Effluent Pump Station $10,000 | minimize potable makup water.
Smaller exhauster, smaller odor handling
Odor Control $22,400 | woodchip unit could have been used.
Generator could have been 200 instead of 300
Generator $12.000 | KVA.
Addition of 132 sf for more blowers for 300,000
Building and Laboratory $11,200 | gpd treatment.
Sitework and Safety $20,000 | Lesser grading and paving needed.
Total $525,900

Please feel free to contact me at 602-629-0206 if you have questions or concerns.

Sincerely,

Ram Narasimhan, P.E.
President

‘‘‘‘

o

e 4

edwick. P.E.

eve-W
Senior Project Manager

encl: Attachment A - Photos

EXPIRATION DATE: 9/30/15

Attachment B - Cost Analysis for Scenario 1
Attachment C - WWTP Capacity Analysis
Attachment D - Cost Analysis for Scenario 2
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Effluent Pup Station
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NCS Engineers Entrada Del Oro WWTP
Design Flow (gpd) 150,000
Addition of 5 years at 3% 1.16
Current customers 336
Flow per customer (gpd/home) 250
Average persons per home 2.50 Liberty Utilities Standard
Approximate population 840
Flow per person (gpd/person) 100
Population at design flow 1,500
Influent Pump Station
Parameter Value Notes
Manufacturer(s) Fairb-Morse Duplex pump system.
Current Capacity (gpm) 700 From Sheet 5 of record drawings.
Needed Capacity (gpm) 236 Peak flow calculated using A.A.C.E301.D.1
Available Working Depth (ft) 2.87 From Sheet 5 of record drawings.
Available Working Volume (gal) 1,079 Based on 8 foot diameter wetwell.
Possible Working Volume (gal) 422 Based on 5 foot diameter wetwell.
Needed Wetwell Capacity {(gal) 354 Based on Q*T/4, 6 minute cycle time (10 cycles per hour)
Required Head (ft) 23 Based on height differential and allowing for fittings and outlets.
Additional Concrete (cy) 3.28 Based on geometry of the basin.

Influent Pump Station Conclusions:
1. This wetwell could have been handled with a 5 foot diameter wetwell system.

2. That would have saved $4,500 estimating addition of $2,2500 per pump based on research done with Means 2010.

3. $24,196 was the cost of the pumps and controls, $13,068 is equipment purchase, $11,000 labor. Difference
is about $5,500.

4. Incremental additional cost of excavation for different wetwell sizes is negligible.

5. Cost of concrete difference is about $900 based on $284 per cubic yard.

6. Cost addition going to 6" valves is about $200 each, or $800.

7. Total estimated addition is $5,500+$900+$800 = $7,200.

Headworks Screenings

Parameter Value Notes

Manufacturer(s) Lakeside 24" diameter fine screen (1/4" bar screen).

Current Capacity (gpm) 1,132 From Sheet 5 of record drawings.

Needed Capacity (gpm) 236 Calculated from current gpd/home and using A.A.C.E301.D.1

Headworks Screenings Conclusions:

1. Based on discussion with Lakeside, the purchase difference is about 20% lower for smaller (127) unit.

2. Original price of $97,000. Purchase was $62,300. Smallest unit would have been $45,000. Install price
would be about 95% of original install price ($34,700).

3. Total addition would be about $17,300+$1,735 = $19,000 based on conversation with Lakeside (4/12/15).

Flow Splitter Box
Parameter Value Notes
Manufacturer(s) MarWood Stand alone box with three weirs.

Flow Splitter Box Conclusions:

1. This box would have been necessary regardless since redundancy is standard practice.
2. The box was the smallest the MarWood offered.

3. The only addition would have been the elimination of the third v-notch weir (about $300).

Effluent Pump Station

Parameter Value Notes

Manufacturer(s) FlowTronex Duplex package system with plant water pump.
Current Capacity (gpm) 347 From Sheet 5 of record drawings.

Needed Capacity (gpm) 104 Average design flow due to equalization.

Effluent Pump Station Conclusions:

1. Contractor cost for the package system was $47,955. Approximately $14,000 was for the pumps.
2 Reducing to 7.5 hp would have saved about $7,800.

3. Per supplier, the labor for installation, controls, etc. would have been about the same.

4. Wetwell size would have been about the same for plant water capacity.

5. Piping could have been reduced to 4" from 6." Cost addition is mostly with valves, two X $100.

Attachment B Cost Analysis for Scenario 1

8/26/2015




NCS Engineers Entrada Del Oro WWTP 8/26/2015

6. The addition is approximately $7,800 + $200 = $8,000.

Tertiary Disk Filter

Parameter Value Notes

Manufacturer(s) Kruger Dupiex package system with plant water pump.
Current Capacity (gpm) 340 From Sheet 5 of record drawings.

Needed Capacity (gpm) 104 Average design flow due to equalization.

Tertiary Disk Filter Conclusions:

1. The unit is stand alone, 6 disk including redundancy. The smallest unit then was a 4 disk unit.
2. The purchase cost was $95,000.

3. Purchase of a 4 disk unit would have been about $80,000. Install cost is about the same.

4. The addition for this unit would be approximatiey $15,000.

UV Disinfection

Parameter Value Notes

Manufacturer(s) Wedeco Two cylinder system, each.

Current Capacity (gpm) 486 From Sheet 5 of record drawings.
Needed Capacity (gpm) 104 Average design flow due to equalization.

UV Disinfection System Conclusions:

1. Wedeco did not make a smaller unit. A competitor could have supplied a smaller suitable unit for about
$75,000 today ($60,800 in 2006). Installation costs would have been approximately the same.

2. Savings would have been about $24,000 for the UV system.

Biological Process Units

Parameter Value Notes

Manufacturer(s) MarWood Duplex package system with plant water pump.
Current Capacity (MGD) 0.30 From Sheet 5 of record drawings.

Needed Capacity (MGD) 0.15 Average design flow due to equalization.
Needed Peak Capacity (gpm) 236

Cost paid for essential equipment $631,982 Piping, aeration, odor control piping, mixers, etc.
Cost paid for half of remaining © $123,100 Mostly precast sections and covers.

Cost Addition for base slab $59,924

Biological Proecess Units Conclusions:

1. Cost for most WWTP components aside from piping is approximately half of price schedule, or addition of
$123,100

2. Estimated cost addition for biological system is $123,100+$55,924 = $179,000 considering future expansion.

Odor Control
Parameter Value Notes
Capacity (CFM) 4,210 Included all components plus air from both trains.
Needed Capacity (CFM) 2,530 Removed air required for extra train including ASD.
Original woodchips (cf) 3,500 Cost was about $15,000 for chips.
Blower (hp) 7.50
Gravel (cf) 2,625
Liner and filter fabric (sf) 1,540.00
Masonry Walls (If) 184.00
Piping (If) 360.00

Odor Control System Conclusions

. Size of the system can be reduced by 40%.

. Cost addition for woodchips is approximately $6,000

. Cost addition for gravel is approximately $3/cy*40 = $116.

. Cost addition for walls is approximately $20/s{*5*57.6 = $5,760

. Cost addition for liners is approximately 616*$1.5 = $924.

. Cost addition to lower to 5 hp blower is approximately $1,500.

. Cost addition for piping is approximately 144*$7/lf = $1010.

. Total addition = $6,000+$116+$5760+$924+$1500+$1010 = $15,300.

ONONRWN

Generator
Parameter Value Notes
Size (KVA) 300 Included all components plus air from both trains.
Est Additional Power (KVA) 220 Removed air required for extra train including ASD.

Attachment B Cost Analysis for Scenario 1 2
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Generator Conclusions

1. Size of generator could be reduced to 250 KVA

2. Contractor cost was $55,870.

3. Cost addition of 250 KVA generator would be approximately $5,000.

Building and Laboratory

Parameter Value Notes

Original Size (SF) $2,900

Original Price $245,000 From Felix Construction

Area Added (sf) 132 Approximate area for more blowers.

Building and Laboratory Conclusions

1. Approximately 132 sf additional was needed for extra blowers.

2. Cost addition assumed using original cost/original size would be $85 * 132 sf = $11,200.
3. It is assumed that other parts of building could not be reduced (laboratory, restrooms, etc.)

Sitework
Parameter Value Notes
Original Size (SF) $2,900
Original Price $245,000 From Felix Construction
Area Added (sf) 132 Approximate area for more blowers.

Sitework and Security

1. The size of the lot would have not changed.

2. Fencing would not have changed significantly since walls were intended to screen WWTP components.
3. Contractor that performed work was same as was performing mass grading at subdivision, not WWTP.
4. Assume that the work would have reduced by about $15,000 for paving (about 12 hrs at $1,250/hr).

Attachment B Cost Analysis for Scenario 1 3
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NCS Engineers Entrada Del Oro
Addition of 5 years at 3% 1.16
Current customers 336
Flow per customer (gpd/home) 250
Average persons per home 2.50 Liberty Utilities standard
Approximate population 840
Flow per person (gpd/person) 100 Liberty Utilities standard
Population at 5 years 974
Flow at 5 years 97,400
Influent Pump Station
Parameter Value Notes
Manufacturer(s) Fairb-Morse Duplex pump system.
Current Capacity (gpm) 700 From Sheet 5 of record drawings.
Needed Capacity (gpm) 161 Peak flow calculated using A.A.C.E301.D.1
Available Working Depth {ft) 2.87 From Sheet 5 of record drawings.
Available Working Volume (gal) 1,079 Based on 8 foot diameter wetwell.
Possible Working Volume (gal) 270 Based on 4 foot diameter wetwell.
Needed Wetwell Capacity (gal) 241 Based on Q*T/4, 6 minute cycle time (10 cycles per hour)
Required Head (ft) 23 Based on height differential and allowing for fittings and outlets.
Additional Concrete (cy) 5.11 Based on geometry of the basin.

Influent Pump Station Conclusions:

1. This wetwell could have been handled with a 4 foot diameter wetwell system.

2. That would have saved $8,000 estimating addition of $4,000 per pump based on research done with Means 2010.
3. $24,196 was the cost of the pumps and controls, $13,068 is equipment purchase, $11,000 labor.

Difference is about $8,000.

4. Incremental additional cost of excavation for different wetwell sizes is negligible.

5. Cost of concrete difference is about $1,500 based on $284 per cubic yard.

6. Cost addition using 6" valves is about $200 each, or $800.

7. Total estimated addition is $8,000+$1,500+$800 = $10,300.

Headworks Screenings

Parameter Value Notes

Manufacturer(s) Lakeside 24" diameter fine screen (1/4" bar screen).

Current Capacity (gpm) 1,132 From Sheet 5 of record drawings.

Needed Capacity (gpm) 161 Calculated from current gpd’home and using A.A.C.E301.D.1

Headworks Screenings Conclusions:

1. Based on discussion with Lakeside, the purchase difference is about 20% lower for smaller (12") unit.

2. Original price of $97,000. Purchase was $62,300. Smallest unit would have been $45,000. Install price
would be about 95% of original install price ($34,700).

3. Total addition would be about $17,300+$1,735 = $19,000 based on conversation with Lakeside (4/12/15).

Flow Splitter Box

Parameter Value Notes
Manufacturer(s) MarWood  Stand alone box with three weirs.

Flow Splitter Box Conclusions:

1. This box would have been necessary regardless since redundancy is standard practice.
2. The box was the smallest the MarWood offered.

3. The only addition would have been the elimination of the third v-notch weir (about $300).

Effluent Pump Station

Parameter Value Notes

Manufacturer(s) FlowTronex Duplex package system with plant water pump.
Current Capacity (gpm) 347 From Sheet 5 of record drawings.

Needed Capacity (gpm) 104 Average design flow due to equalization.

Effluent Pump Station Conclusions:

1. Using inflation rates, the cost of the package would have been $36,500.

2. Contractor cost for the package system was $47,955. Approximately $14,000 was for the pumps.
3. Reducing to 5 hp would have saved about $9,800.

4. Per supplier, the labor for installation, controls, etc. would have been about the same.

5. Wetwell size would have been the same for plant water capacity.

Attachment D Cost Analysis for Scenario 2 - 97,400 gpd
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NCS Engineers Entrada Del Oro 8/26/2015

6. Piping could have been reduced to 4" from 6". addition is mostly with valves, two X $100.
7. The cost addition is approximately $9,800 + $200 = $10,000.

Tertiary Disk Filter

Parameter Value Notes

Manufacturer(s) Kruger Duplex package system with plant water pump.
Current Capacity (gpm) 340 From Sheet 5 of record drawings.

Needed Capacity (gpm) 67 Average design flow due to equalization.

Tertiary Disk Filter Conclusions:

1. The original unit is stand alone, 6 disk including redundancy. The smallest unit then was a 4 disk unit.

2. The purchase cost was $95,000.

3. A drum filter could have been used. Purchase price would be $69,000. Installation cost difference is negliglible.
4. The addition to use higher capacity disk filter is $26,000.

UV Disinfection

Parameter Value Notes

Manufacturer(s) Wedeco Two cylinder system, each.

Current Capacity (gpm) 486 From Sheet 5 of record drawings.
Needed Capacity (gpm) 67 Average design flow due to equalization.

UV Disinfection System Conclusions:

1. Another vendor could have provided a smaller unit that would have cost approximately $40,500.
Installation costs would have been similar. )

2. Cost addition would have been approximately $44,200.

Biological Process Units

Parameter Value Notes

Manufacturer(s) MarWood Duplex package system with plant water pump.

Current Capacity (MGD) 0.30 From Sheet 5 of record drawings.

Needed Capacity (MGD) 0.0974 Average design flow due to equalization.

Needed Peak Capacity (gpm) 161

Original MarWood mechanical $631,982 Piping, aeration, odor control piping, mixers, etc.

Cost addition for covers $107,200 $166,000 for original covers for 6,000 st, or $28/sf.

Cost Addition for base slab $87,188 Needed slab estimate 80'X29'X16" thick, or about 115 cy
Blower requirement for air (hp) 44

Est. ASD blower (hp, typ of 2) 20

Biological Proecess Units Conclusions:

1. Recent cost of an installation that is similar in size included $553,300 for MarWood supplied equipment.
The difference to 2006 dollars is about 86%. Therefore the addition for MarWood equipment would be
$631,892 - $475,800 = $156,100.

2. New slab would be about 80'X29'X16" thick, or about 115 cy. Cost addition is about $xx for slab.

3. Estimated cost addition for biological system is $107,200+$87,188+$156,100 = $350,500.

Odor Control
Parameter Value Notes
Capacity (CFM) 4,210 Included all components plus air from both trains.
Needed Capacity (CFM) 1,850 Foul air reduced for smaller treatment units.
Woodchips {(cf) 3,500 Cost was about $15,000 for chips.
Blower (hp) 7.50
Gravel (cf) 2,625
Liner and filter fabric (sf) 1,540.00
Masonry Walls (If) 184.00
Piping (If) 360.00

Odor Control System Conclusions

1. Size of odor control system could be 44% of size constructed.

2. Cost addition for woodchips is approximately $8,400

3. Cost addition for gravel is approximately $3/cy*46 = $137.

4. Cost addition for walls is approximately $20/sf*5*81 = $8,064

5. Cost addition for liners is approximately 827*$1.5 = $1,240.

6. Cost addition to increase from 3 hp blower is approximately $3,300.
7. Cost addition for piping is approximately 144*$9/lf = $1300.

Attachment D Cost Analysis for Scenario 2 - 97,400 gpd 2
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8. Total addition = $8,400+$137+$8,064+$1,240+$3,300+$1,300 = $22,400.

Generator
Parameter Value Notes
Size (KVA) 300 Included all components plus air from both trains.
Est Additional Power (KVA) 220 Removed air required for extra train including ASD.

Generator Conclusions

1. Size of generator could be reduced to 200 KVA

2. Contractor cost was $55,870.

3. Cost of 250 KVA generator would be approximately $12,000.

Building and Laboratory

Parameter Value Notes

Original Size (SF) $2,900

Original Price $245,000 From Felix Construction

Area Added (sf) 132 Approximate area for more blowers.

Building and Laboratory Conclusions

1. Approximately 132 sf additional was needed for extra blowers.

2. Cost addition assumed using original cost/original size would be $85 * 132 sf = $11,200.
3. It is assumed that other parts of building could not be reduced (laboratory, restrooms, efc.)

Sitework and Security

1. The size of the lot would have not changed.

2. Fencing would not have changed significantly since walls were intended to screen WWTP components.
3. Contractor that performed work was same as was performing mass grading at subdivision, not WWTP.
4. Assume that the work would have reduced by about $20,000 for paving (about 16 hrs at $1,250/hr).

Attachment D Cost Analysis for Scenario 2 - 97,400 gpd 3
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INTRODUCTION AND PURPOSE OF TESTIMONY.
PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is William R. Killeen. My business address is 345 Davis Road, Oakville,
Ontario, Canada, L6J 2X1.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am the Director of Regulatory Operations for Liberty Utilities (Canada) Corp.
(“Liberty Utilities Canada™). Liberty Utilities Canada is the ultimate parent
company of Liberty Utilities Co. (“Liberty Utilities”). Liberty Utilities Canada is a
wholly owned subsidiary of Algonquin Power & Utilities Corp. (“APUC”).
Applicant Liberty Utilities (Entrada Del Oro Sewer) Corp. (“Liberty EDO”) is a
wholly owned subsidiary of Liberty Utilities (Sub) Corp. Liberty Utilities (Sub)
Corp. is a wholly owned subsidiary of Liberty Utilities Co.

As the Director of Regulatory Operations, I am responsible for strategy
development and management of regulatory affairs for all of Liberty Utilities®
regulated utilities currently providing water, wastewater, electric and gas utility
services in Arizona, Arkansas, California, Georgia, Illinois, Iowa, Massachusetts,
Missouri, Montana, New Hampshire and Texas. Liberty Utilities is continuing to
expand its regulated utility footprint and holdings throughout the United States.
For example, Liberty Utilities recently acquired three new regulated water
utilities—two in California and one in Montana.!

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND
PROFESSIONAL EXPERIENCE.
I earned a Bachelor of Engineering Science (Chemical) degree from the University

of Western Ontario (now Western University) in 1985. T also earned a Master’s

! Those acquisitions closed on January 8, 2016.
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degree in Business Administration from the Ivey School of Business at Western
University in 1989.

I have 26 years of professional experience in the energy and utilities
industries in the areas of regulation, supply, operations and customer service.
I have worked at natural gas and electric utilities, as well as in consulting,
marketing, and government positions. Early in my career, I was employed by
Union Gas Limited, a major natural gas utility serving over 1.4 million customers
in Ontario, Canada, for twelve years in varying capacities, including regulatory and
supply.

Prior to joining Liberty Utilities in February 2014, I was employed by
Enersource Hydro Mississauga Inc., a major electric utility serving the City of
Mississauga, Ontario, for three years as Manager, Regulatory Affairs. In between
my employment at these two large utilities, I was employed at various other
companies, always retaining responsibility for oversight of regulatory affairs,
typically in Ontario or eastern Canada. These companies include Engage Energy
Canada Inc., Direct Energy as Manager, Regulatory Affairs and a consulting
company, ECNG Energy LP, as Director, Supply and Regulatory Affairs for eight
years. Following ECNG, I spent a brief tenure within the Ministry of Energy of the
Ontario Government. My Curriculum Vitae is attached as Exhibit WRK-DT1.
DO YOU HAVE ANY PROFESSIONAL DESIGNATIONS?

Yes. I am a licensed Professional Engineer in the Province of Ontario and a
member of the Ontario Society of Professional Engineers.

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THIS OR ANY OTHER
COMMISSION?

My direct and rebuttal testimonies were admitted in evidence in the Liberty

Utilities (Black Mountain Sewer) Corp. rate case, Docket Nos. SW-02361A-15-

2
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I

0206 and SW-02361A-15-0207 (consolidated). My direct testimony has been
prefiled in the Liberty Utilities (Bella Vista Water) Corp. and Liberty Utilities (Rio
Rico Water & Sewer) Corp. rate cases, Docket Nos. W-02465A-15-0367 and WS-
02676A-15-0368 (consolidated). I have also testified in a number of gas and
electric utility pricing cases and facility approval cases before the Ontario Energy
Board. Additionally, I testified in a rate case before the Arkansas Public Service
Commission (Docket No. 14-020-U) on behalf of Liberty Utilities (Pine Bluff
Water) Inc.

WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY?

The purpose of my direct testimony is to support Liberty EDO’s request for new
rates by addressing the corporate costs and allocation methods employed by all
companies within the APUC organization. In my testimony, I explain the APUC
and Liberty Utilities corporate cost allocation model and the benefits of our shared
service model to Liberty EDO and the other regulated utilities operated by Liberty
Utilities.

OVERVIEW OF LIBERTY UTILITIES’ BUSINESS MODEL.

WILL YOU PLEASE SUMMARIZE THE LIBERTY UTILITIES BUSINESS
MODEL?

As mentioned above, APUC serves as the overall corporate parent and has two
major operating subsidiaries, Algonquin Power Co. (“APCo”) and Liberty Utilities.
APCo is an unregulated entity that provides renewable power generation from
facilities owned throughout the United States and Canada. Liberty Utilities owns
regulated water, wastewater, gas and electric utilities in ten states.

PLEASE EXPLAIN THE LIBERTY UTILITIES SHARED SERVICES AND
CORPORATE COST ALLOCATION MODEL.

Two corporate groups provide shared services to entities within the APUC

3
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organizational structure, including Liberty Ultilities and its regulated utilities.
One is APUC, and the other is the shared services department within Liberty
Utilities Canada.

WHAT SHARED SERVICES DOES APUC PROVIDE?

APUC is structured as a publicly traded holding company and provides substantial
benefits to its regulated utilities and generation facilities through access to capital
markets. As the ultimate corporate parent, APUC also provides financial, strategic
management, corporate governance, administrative and support services to Liberty
Utilities and APCo.

APUC’s Financing Services involve selling units to public investors in order
to generate the funding and capital necessary (be it short term or long term funding,
including equity and debt) for Liberty Utilities, as well as providing legal services
in connection with the issuance of public debt. In connection with the provision of
Financing Services, APUC incurs the following types of costs: (i) strategic
management costs (board of director, third-party legal services, accounting
services, tax planning and filings, insurance, and required auditing); (ii) capital
access costs (communications, investor relations, trustee fees, escrow and transfer
agent fees); (iii) financial control costs (audit and tax expenses); and
(iv) administrative (rent, depreciation, general office costs).> Non-labor costs,
including corporate capital, are pooled and allocated to Liberty Utilities and APCo
using the “multi-factor” method summarized in Table 1 of the APUC Cost
Allocation Manual (“CAM”). Without question, the services provided by APUC
are necessary for Liberty Utilities and its regulated subsidiaries to have access to

capital markets for capital projects and operations.

% Appendix 2 of the APUC Cost Allocation Manual or “CAM” referenced below provides
a more detailed discussion of the costs incurred by APUC.

4
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WHAT TYPES OF SHARED SERVICES DOES LIBERTY UTILITIES
CANADA PROVIDE?

Liberty Utilities Canada provides Liberty Utilities (and its regulated utilities) with
the following services: accounting, administration, corporate finance, human
resources (including training and development), information technology, rates and
regulatory affairs, environment, health and safety, and security, customer service,
procurement, risk management, legal and utility planning. Specific examples of
these services include: (i) budgeting, forecasting, and financial reporting services
including preparation of reports and preservation of records, cash management
(including electronic fund transfers, cash receipts processing, managing short-term
borrowings and investments with third parties); (ii) development of customer
service policies and procedures; (iii) development of human resource policies and
procedures; (iv) selection of information systems and equipment for accounting,
engineering, adrhinistration, customer service, emergency restoration and other
functions and implementation thereof; (v) development, placement and
administration of insurance coverages and employee benefit programs, including
group insurance and retirement annuities, property inspections and valuations for
insurance; (vi) purchasing services including preparation and analysis of product
specifications, requests for proposals and similar solicitations, and vendor and
vendor-product evaluations; and (vii) development of regulatory strategy.

Liberty Utilities Canada will direct charge or assign costs that can be
directly attributable to a specific utility. Those costs include direct labor and direct
non-labor costs. Indirect Liberty Utilities Canada costs, however, cannot be
directly attributed to an individual utility. Within the formal organizational
structure, Liberty Utilities Canada provides certain services that benefit the entire

company, i.e., both Liberty Utilities and APCo. Those indirect business services

5
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and costs from these shared service functions are allocated between APCo and
Liberty Utilities using the “multi-factor” methodology shown in Table 4 of the
CAM. Those factors are designed to closely align the costs with the driver of the
activity. These shared service functions include risk management, information
technology, human resources, training, facilities and building rent, financial
reporting and administration, environmental health safety and security, legal costs,
treasury, internal auditing, procurement, and communications.

Once those indirect costs are allocated between APCo and Liberty Utilities,
the indirect labor and indirect non-labor costs, including capital costs, attributable
to Liberty Utilities are then reallocated to its regulated utilities using the Utility
Four Factor Methodology set forth in Table 2 of the CAM:

CAM Table 2: Utility Four Factor Methodology

Factor Weight
Utility Plant 25%
Customer Count 25%
Non-Labor Expenses 25%
Labor 25%
Total 100%

HOW DOES LIBERTY UTILITIES SERVICE CORP. FIT INTO THIS
BUSINESS MODEL? |

Liberty Utilities Service Clorp. (“LUSC”) is a wholly owned subsidiary of Liberty
Utilities. All United States regulated utility employees are employed by LUSC.
The purpose of LUSC is to streamline administration of payroll across the United
States-based companies. All employee costs, such as salaries, benefits, insurance,
etc. are paid by LUSC and direct charged to the extent possible to the regulated

utility for which the employee performs dedicated work. In situations where time

6
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sheets do not allow direct charging of LUSC costs (which is expected to be an

infrequent occurrence), those indirect costs are allocated using the allocation

methodology set forth in Table 5 of the CAM.
HOW DO LIBERTY EDO AND THE OTHER REGULATED UTILITIES IN
ARIZONA BENEFIT FROM THIS SHARED-SERVICES MODEL?

The Liberty Utilities shared services business model serves a significant and very

important role for the Liberty EDO and its sister companies in Arizona.

The benefits of this shared service model are significant, including:

1.

Access to Skilled Strategic Management. This means Liberty EDO

enjoys access to wide ranging expertise and resources that are typically not
available to small utilities with less than 350 customers. That is a direct
result of the nationwide utility footprint of Liberty Utilities and our shared
services model.

Controls_and Processes. Through this business model, controls and

processes are in place to ensure that accounting methodologies are
consistent with generally accepted accounting principles and fully adhere to
Sarbanes-Oxley compliance and other appropriate internal controls.
That means Liberty EDO benefits from sound accounting, capital
investment and operational expertise.

Economies of Scale. By sharing regional resources with other utilities,

Liberty EDO enjoys the benefits of lower overall cost structures while at the
same time maintaining a local flavor in its day-to-day operations and
customer contact. Further, as Liberty Utilities grows, its overall costs will
be allocated over a larger base of utilities, lowering the cost of shared

services to each subsidiary utility, including Liberty EDO.
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Q.

4. Access to Capital. As discussed earlier, APUC is the entity that is traded

on the Toronto Stock Exchange and ensures that Liberty EDO has
uninterrupted access to capital. The APUC family (including Liberty
Utilities) has access to over $600M in credit facilities and, from 2010-2014,
raised over $1.7B in capital through the issuance of long-term debt and
equity. The capital expenditure budget for 2015 was $113M for Liberty
Utilities.
AND THESE APUC AND LUC COSTS ARE NECESSARY AND
BENEFICIAL?
Yes. Among other things, many of these costs are requirements of APUC being a
publicly traded entity on the Toronto Stock Exchange (TSX). As a publicly traded
entity, APUC must issue certain communications subject to the TSX’s rules and
regulations. For example, Section 714 of the TSX Company Manual states “TSX
may delist securities of a listed issuer that has failed to comply with the TSX’s
Timely Disclosure Policy... or with disclosure requirements under any securities
law to which the issuer is subject.” Additionally, section 406 of the TSX Company
Manual in part states “It is a cornerstone policy of the Exchange that all persons
investing in securities listed on the Exchange have equal access to information that
may affect their investment decisions.... Companies whose securities are listed on
the Exchange are legally obligated to comply with the provisions on timely
disclosure...”  Finally, Ontario Securities Commission National Policy 51-201
states in Section 4.5 “Companies who do not comply with an exchange's
requirements could find themselves subject to an administrative proceeding before
a provincial securities regulator.”
These requirements and related costs are no different than publicly traded

companies on the New York Stock Exchange (NYSE), whose Listed Company

8
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III.

Manual, Section 202.05 states “A listed company is expected to release quickly to
the public any news or information which might reasonably be expected to
materially affect the market for its securities. This is one of the most important and
fundamental purposes of the listing agreement which the company enters into with
the Exchange.” Put simply, the APUC and LUC costs are the same types of costs
that entities traded on the NYSE are required to incur. These costs are a necessary
and unavoidable part of a publicly traded entity’s cost of doing business. APUC’s
presence on the TSX is the means by which Liberty Utilities obtains capital for
investment and I do not think anyone disputes that APUC’s access to capital is a
benefit to Liberty EDO and its customers in Arizona. If we need access to capital,
then we must incur those costs to obtain the needed capital, and those costs should
be included if we show they are required. The underlying record illustrates that
those costs are required. Copies of these pertinent provisions of the TSX and
NYSE rules are attached as Exhibit WRK-DT?2.

COST ALLOCATION MANUAL.

YOU HAVE REFERRED TO A COST ALLOCATION MANUAL OR CAM
THAT GOVERNS THE LIBERTY UTILITIES BUSINESS MODEL.
CAN YOU PLEASE DESCRIBE THE CAM?

Yes. Our cost allocation methodologies and processes are set forth in the
Algonquin Power & Utilities Corp. Cost Allocation Manual or CAM, which is
attached as Exhibit WRK-DT3. Shared services and corporate costs are allocated
to Liberty EDO in accordance with the methodologies and processes set forth in
the CAM. Specifically, the CAM outlines the methods of direct charge and cost
allocations between (1) APUC and its affiliates, APCo and Liberty Utilities;
(2) Liberty Utilities Canada and APCo/Liberty Utilities; (3) Liberty Utilities and its
regulated utility subsidiaries; and (4) LUSC and its affiliates.

9
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The CAM is based on the National Association of Regulatory Utility

Commissions (“NARUC”) Guidelines for Cost Allocations and Affiliate

Transactions. The NARUC Guidelines are attached as Appendix 1 to the CAM.

The fundamental premise of those guidelines and the CAM is to direct charge costs

as much as possible and to use reasonable allocation factors where allocation of

indirect costs is necessary and direct charging is not possible.

CAN YOU CITE THE KEY PRINCIPLES FROM THE NARUC
GUIDELINES TO WHICH YOU ARE REFERRING?

Yes. The CAM utilizes the following “Cost Allocation Principles™ as stated in the

NARUC Guidelines:

1.

To the maximum extent practicable, in consideration of administrative costs,
costs should be collected and classified on a direct basis for each asset,
service or product provided (NARUC Guidelines at 2, § B.1).

The general method for charging indirect costs should be on a fully
allocated cost basis.  Under appropriate circumstances, regulatory
authorities may consider incremental cost, prevailing market pricing or other
methods for allocating costs and pricing transactions among affiliates
(NARUC Guidelines at 2, § B.2).

To the extent possible, all direct and allocated costs between regulated and
non-regulated services and products should be traceable on the books of the
applicable regulated utility to the applicable Uniform System of Accounts.
Documentation should be made available to the appropriate regulatory
authority upon request regarding transactions between the regulated utility
and its affiliates (NARUC Guidelines at 2, § B.3).

The allocation methods should apply to the regulated entity's affiliates in

order to prevent subsidization from, and ensure equitable cost sharing

10
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among, the regulated entity and its affiliates, and vice versa (NARUC
Guidelines at 2-3, § B.4).

5. All costs should be classified to services or products, which, by their very
nature, are regulated, non-regulated, or common to both (NARUC
Guidelines at 3, § B.5).

6. The primary cost driver of common costs, or a relevant proxy in the absence
of a primary cost driver, should be identified and used to allocate the cost
between regulated and non-regulated services or products (NARUC
Guidelines at 3, § B.6).

7. The indirect costs of each business unit, including the allocated costs of
shared services, should be spread to the services or products to which they
relate using relevant cost allocators (NARUC Guidelines at 3, § B.7).

Our CAM follows these cost allocation principles and, as a result, provides for the

appropriate allocation of prudently incurred corporate costs and shared services to

Liberty EDO. _

CAN YOU BRIEFLY EXPLAIN HOW THE ALLOCATION PROCESS

WORKS FOR APUC CORPORATE COSTS AND SHARED SERVICES?

Yes. APUC will charge costs that can be directly attributable to a specific utility to

that utility. APUC charges labor rates for these shared services at cost.

These labor costs are charged directly to a specific utility based on timesheets.

If such labor is for the benefit of all subsidiaries and, therefore, not directly

chargeable to a single entity, then those indirect labor costs are allocated using the

methodologies in the CAM. To start, indirect non-labor and indirect labor costs
incurred by APUC, including corporate capital, are pooled and allocated to Liberty

Utilities Canada and APCo using the methodology in Table 1 of the CAM.

Once those costs are allocated between Liberty Utilities Canada and APCo, the

11
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APUC costs allocated to Liberty Utilities Canada are then allocated to the regulated
utilities under Liberty Utilities using the Four Factor Methodology set forth in
Table 2 of the CAM (as set forth above).

CAN YOU BRIEFLY EXPLAIN HOW THE ALLOCATION PROCESS
WORKS FOR LIBERTY UTILITIES CANADA CORPORATE COSTS AND
SHARED SERVICES?

Liberty Utilities Canada will charge costs that can be directly attributable to a
specific utility to that utility. Those costs include direct labor and direct non-labor
costs. Any remaining indirect corporate costs incurred by Liberty Utilities Canada
that can’t be directly attributed or billed to an individual utility are then allocated
using the Four Factor Method in Table 2 of the CAM.

Due to an internal restructuring, Liberty Utilities Canada, through a shared
services department, now provides certain services to both Liberty Utilities (and its
regulated utilities) and APCo. Those shared services are as follows: treasury;
financial reporting and administration; internal audit; risk management; training;
information technology; human resources; environmental, health, safety, and
security; legal; procurement; and communication. These services were previously
within APUC prior to the restructuring. As noted above, costs will continue to be
directly charged where possible.

When shared services costs cannot be directly assigned to a specific entity
such as either APCo or Liberty Utilities, indirect costs incurred by the shared
services department within Liberty Utilities Canada first will be allocated between
Liberty Utilities and APCo using the cost drivers and methodologies shown in
Table 4 of the CAM. Once those indirect corporate costs are allocated between
APCo and Liberty Utilities, the resulting indirect charges of Liberty Utilities

Canada that are allocated to Liberty Utilities by the shared services department are

12
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then reallocated to the regulated utilities using the Four Factor Methodology noted
above. Put simply, Liberty Utilities Canada allocates its indirect labor and indirect
non-labor costs, including capital costs, to its regulated utilities using the Four
Factor Methodology noted above to allocate those costs incurred for the benefit of
all of its regulated utilities. Those indirect costs are allocated to the Liberty
Utilities regulated entities from the shared services departments within Liberty
Utilities Canada, using the Four Factor Utility Methodology (utility plant, customer
count, non-labor expenses, and labor). Each factor is equally weighted to more
accurately reflect the size and scope of each utility.

CAN YOU PLEASE DESCRIBE HOW THE CAM IS USED TO ASSIGN
AND ALLOCATE COSTS TO LIBERTY EDO?

Yes, under the CAM, a utility incurs costs in one of three ways: (1) Direct Costs —
costs incurred directly by a local operating company for its own purposes;
(2) Assigned costs — costs incurred by one company for the exclusive benefit of
one or more other gompanies, and which are directly charged to the company or
companies that specifically benefited; and (3) Allocated costs — costs incurred by
one company that are for the benefit of either (a) all of the Algonquin companies or
(b) all of the regulated Liberty Utilities companies. Allocated costs are charged to
the benefited companies using a methodology and set of logical allocation factors
that establish a reasonable link between cost causation and cost recovery.

CAN YOU PROVIDE EXAMPLES?

Yes. First, costs that are incurred by Liberty EDO as part of providing utility
services in Arizona are direct costs, and thus are neither assigned nor allocated
under the CAM. Second, costs that are incurred by APUC, LUC, or LUSC for the
exclusive benefit of any utility’s operations are directly assigned. Third, costs that

are incurred by APUC, LUC or LUSC that benefit other companies within the

13
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Algonquin corporate family are allocated on a rational basis that logically links
cost causation to cost recovery using a two-step process.

WHAT IS THAT TWO-STEP ALLOCATION PROCESS?

The CAM addresses those assigned and allocated costs under the following two-
step process. Boiled down, all allocated costs have two levels of allocation filters
applied. The first level is designed to appropriately separate common costs
between the regulated and the unregulated businesses. The second level is
designed to appropriately allocate the costs that have been allocated to the group of
regulated utilities to each of the individual regulated utilities.

PLEASE ILLUSTRATE THESE CORPORATE COST ALLOCATION
METHODOLOGIES. |

As noted above, Liberty EDO can be assigned and/or allocated costs from APUC,
LUC and LUSC. I provide an overview of the methodology for each cost center in
the following paragraphs.

LET’S START WITH APUC.

As noted below on Appendix 1 (Illustration of CAM Allocation of APUC Services)
and as described in §3.1 of the CAM, APUC incurs three types of costs that are
allocated to its direct and indirect subsidiaries. The first type is APUC’s costs that
directly benefit a particular unregulated company. Those “Assigned Costs™ on
Appendix 1 are directly assigned to that unregulated company (APCo).
The second type is APUC’s Assigned Costs that directly benefit a particular
regulated company. Those costs are directly assigned to that regulated company.
The third type is APUC’s remaining “Allocated Costs” that benefit the entire
enterprise (both regulated and unregulated), which are allocated between regulated
and unregulated company groups under CAM Table 1. CAM Table 1 specifies:
(a) each type of cost incurred by APUC that is to be allocated between regulated

14
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and unregulated parts of the business; (b) the factors used to allocate each type of
cost between regulated and unregulated activity; (c) the rationale for selecting the
factors that are used for allocation; and (d) examples of the specific allocated costs.

Once those Allocated Costs are allocated between APCo (unregulated) and
Liberty Utilities (regulated) using CAM Table 1, the total of those Allocated Costs
allocated to Liberty Utilities is then reallocated to individual utilities using the
Four-Factor Utility Allocation Methodology set forth in CAM Table 2.

Appendix 1 below labeled “Illustration of CAM Allocation of APUC
Services” provides a flow chart illustration of how the APUC direct and indirect
costs are allocated under the CAM. The APUC cost allocations for Liberty EDO

here follow this allocation methodology and process.

15




1 APPENDIX 1:
2 ILLUSTRATION OF CAM ALLOCATION OF APUC SERVICES
3
4
5
6
7
8 CAM TABLE 1
(Allocation of APUC costs between
9 regulated entities under Liberty Utilities
and unregulated entities under APCo)
10
11
12
13 UTILITY 4-FACTOR
CAM TABLE 2
14
(Allocation of APUC costs
15 between regulated utilities)
16 25% Utility Plant
25% Customer Count
17 25% Non-Labor Expenses
25% Labor
18
19
20
21
22
23
24 (A): Costs that are directly assigned and charged to unregulated entitics (APCo).
B): Costs that benefit both unregulated entities and regulated utilities.
25 || (©):  Costs that are directly assigned and charged to regulated utilities (Liberty Utilities).
26
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THANK YOU. CAN YOU PLEASE ILLUSTRATE THE LIBERTY
UTILITIES CANADA ALLOCATIONS?
As illustrated in Appendix 2 below and as described in section 4 of the CAM,
Liberty Utilities Canada incurs three types of costs that are passed on to other
direct or indirect subsidiaries of APUC. The first type is Assigned Costs that
directly benefit a particular regulated company, which are directly assigned to that
regulated company. The second type is Shared Services Costs that benefit both the
regulated group of companies and the unregulated group of companies.
Those Shared Services Costs are allocated between the two groups under the
methodology set forth in CAM Table 4. CAM Table 4 includes: (a) each type of
cost incurred by Liberty Utilities Canada that is to be allocated between regulated
and unregulated parts of the business; (b) the factors used to allocate each type of
cost between regulated and unregulated activity; (c) the rationale for selecting the
factors that are used for allocation; and (d) examples of the specific allocated costs.
In turn, the Shared Services costs that are allocated to the regulated companies as a
group are then reallocated to individual companies using the four-factor utility
allocation methodology set forth in CAM Table 2, resulting in utility-specific
allocated charges from Liberty Utilities Canada.

The third type of costs allocated by Liberty Utilities Canada is Allocated
Costs that benefit all of the regulated companies, which are allocated using the
four-factor method in CAM Table 2. Appendix 2 below illustrates the cost
allocation methodology relating to the direct and indirect services provided and
costs incurred by Liberty Utilities Canada for the benefit of Liberty EDO. The
Liberty Utilities Canada cost allocations for Liberty EDO follow this allocation

methodology and process.

17




1 APPENDIX 2:

2 ILLUSTRATION OF CAM ALLOCATION OF LUC AND LUSC SERVICES

3

4

5

6

7

8

9 CAM TABLE 4

(Allocation of LUC costs between
10 regulated entities under Liberty
Utilities and unregulated entities
11 under APCo) CAM TABLE 5
(Allocation of LUSC
12 i v costs between
CAMTABLE2 regulated utilities)
13 UTILITY 4-FACTOR :
14 (Allocation of LUC costs
15 between regulated utilities)
25% Utility Plant
16 25% Customer Count
25% Non-Labor Expenses
17 25% Labor
18
19
20
21
22
23 (A): Costs that are directly assigned to unregulated companies.
24 [l (B): Costs that are directly assigned to regulated companies.
(C):  Costs that benefit both unregulated and regulated companies and operations.
25 (D): Costs that benefit all regulated companies and operations.
26
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FINALLY, CAN YOU ILLUSTRATE HOW THE ALLOCATION PROCESS
WORKS FOR LUSC COSTS?

As illustrated in Appendix 2 above and as described in section 5 of the CAM,
LUSC can incur two types of costs that can be passed on to regulated utilities of
Liberty Utilities. The first type is LUSC Assigned Payroll Costs that directly
benefit a particular regulated company. Those Assigned Payroll Costs are directly
assigned to that regulated company. Currently, payroll expenses for all regulated
operating company employees are incurred by LUSC, and those utility-specific
expenses are directly assigned to each operating utility.?

The second type of cost that may be incurred by LUSC is Allocated Costs
that benefit all of the regulated operating companies. LUSC does not provide
indirect services to any unregulated entity, so there is no reason to allocate these
costs between APCo and Liberty Utilities. As such, the only allocation by LUSC
occurs under CAM Table 5 between the regulated utilities of Liberty Utilities.
Currently, LUSC is not incurring any indirect costs and LUSC has not allocated
any Allocated Costs to Liberty EDO. I only mention it here because if those costs
are incurred by LUSC in the future, those costs would be allocated to Liberty EDO
under CAM Table 5.

HOW WOULD YOU SUMMARIZE APUC’S COST ALLOCATION
METHODOLOGIES AS APPLIED TO LIBERTY EDO UNDER THE CAM?
Ultimately, our cost allocation process applies a reasonable and common sense
approach. To start, costs are assigned and allocated from the three cost centers

(APUC, LUC and LUSC) each month. Where there is a factual basis to do so,

3 Due to the recent nature of the Park transaction closure on January 8, 2016, the
employees of the two water utilities in CA, and the water utility in MT have not migrated
into LUSC as of this filing date, but are expected to transition later in 2016.

19
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costs incurred specifically for Liberty EDO are directly assigned to Liberty EDO.
The cost allocation methodologies are applied only after all direct charges have
been assigned to Liberty EDO and the other APUC subsidiaries. The allocations
deal only with remaining costs that are not specific to a particular operating entity.
Cost allocations involve a two-step approach. The first step is to split all costs
between the unregulated businesses (APCo) and the regulated businesses (Liberty
Utilities and its subsidiaries). The second step is to allocate the costs that are
attributable to the regulated utilities among those regulated entities, including
Liberty EDO, to determine utility-specific charges. All of those costs are allocated
among the regulated utilities to determine utility-specific charges.

WHEN WAS THE CAM MOST RECENTLY UPDATED?

The current methodology within the CAM became effective January 1, 2014. The
CAM was updated in July 2015 to reflect the growth of the companies within the
APUC group of companies and Liberty Utilities. The 2015 changes were
administrative in nature and did not alter the methodology developed in 2014. For
example, as discussed above, some corporate service functions were relocated from
APUC into Liberty Utilities Canada, further enhancing the shared services
department structure. Likewise, the shared services department structure was re-
labeled as two groups, Business Services and Corporate Services, for internal
reporting purposes. The 2015 CAM reflects this change by splitting Table 4 in to
two tables — 4A and 4B.

A thorough review of the cost drivers was done to develop and affirm the
current methodology, including a department-by-department identification of cost
drivers. Essentially, each department was asked to confirm the factors driving their
costs, and the weightings of the factors if there were multiple drivers. Going

forward, we intend to review the CAM annually to evaluate whether the

20




1 methodology is achieving its purposes—i.e., to achieve a fair allocation of shared
2 services and corporate costs, and to adjust for changes in the number and size of
3 companies receiving shared services and benefitting from the shared services
4 model. This could occur more frequently in the event of a significant acquisition
5 that could change the balance of utility sizes and scope or the overall cost structure.
6| Q WHAT IS THE IMPACT OF THE PARK WATER TRANSACTION ON
7 CORPORATE ALLOCATIONS?
8 | A.  The addition of the three Park utilities has been recognized and incorporated into
9 the distribution of corporate charges commencing with the January 2016 billings.
10 The allocation percentages have been adjusted to reflect the addition of these
11 additional utilities amongst the Liberty family. These three new utilities will
12 receive approximately 16 percent of the allocations from LU, reducing the
13 allocations to EDO by approximately 15 percent with the addition of new
14 companies.
151 Q. HAS THE ARIZONA CORPORATION COMMISSION APPROVED THIS
16 COST ALLOCATION MODEL IN THE MOST RECENT RATE CASES
17 FOR LIBERTY UTILITIES?
18 | A.  Yes.* We also have received favorable treatment and review of this cost allocation
19 model in other states.
20 | Q. HAVE THE APUC AND LUC CORPORATE COST POOLS CHANGED
21 SINCE THE LAST RATE CASES FOR LIBERTY UTILITIES?
2210 A No, the general costs allocated from APUC and LUC have not changed. We are
23 allocating the same general corporate costs from APUC and LUC to Liberty EDO
24
25 | ¢ See Liberty Utilities (Rio Rico Water & Sewer) Corp. f/k/a Rio Rico Utilities, Inc.,
Decision No. 73996 (July 30, 2013) at 14-18; Liberty Utilities (Litchfield Park Water &
26 | Sewer) Corp., Decision No. 74437 (April 18, 2014), Exhibit A at 2 9 1.5.
SHATEO LAY T 21
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and the other Arizona utilities. Although the types of costs allocated have not
changed, we have made changes to how those costs are allocated. As noted above,
we updated the cost methodologies to reflect the growth of APUC and its
subsidiaries, and we made some changes in allocation factors to ensure that the
proper cost drivers are reflected in the allocation methodologies. As Liberty
Utilities evolves as a company, we continually strive to implement our own best
practices and link costs to cost drivers. That is why we intend to annually review
the allocation methodologies and the results of the APUC and LUC allocations.
That review process involves evaluating and updating the allocation factors based
on current information relating to plant, customer numbers, and other similar
information. :
WHAT IS THE CORPORATE COST ALLOCATION AMOUNT FOR
LIBERTY EDO IN THE TEST YEAR?

The corporate cost allocation is $23,617 for Liberty EDO. That is a very good
price for the level of services received.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes.

22
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NATIONAL POLICY 51-201 DISCLOSURE STANDARDS

Part | - Introduction

1.1 Purpose

(1) It is fundamental that everyone investing in securities have equal access to
information that may affect their investment decisions. The Canadian Securities
Administrators (“the CSA" or "We") are concemed about the selective disclosure of

material corporate information by companies to analysts, institutional investors,

Linvestment dealers and ather market professionals. Selective disclosure occurs when
;3 company discloses material nonpublic information to one or more individuals or
E:ompanies and not broadly to the investing public. Selective disclosure can creatmux
opportunities for insider trading and also undermines retail investors' confidence in the

marketplace as a level playing field.

(2) This policy provides guidance on “best disclosure” practices in a difficult area

involving competing business pressures and legislative requirements. Our

recommendations are not intended to be prescriptive. We encourage companies to
=dopt the suggested measures, but they should be implemented flexibly and sensibly
to fit the situation of individual companies.

Ei(3) The timely disclosure requirements and prohibitions against selective disclosureﬁ
are substantially similar everywhere in Canada, but there are differences among the‘
provinces and territories, so companies should carefully review the legislation which is is

f,,,ppllcable to them for the details,

http://www.osc.gov.on.ca/en/SecuritiesLaw_pol_20020712_51-201.jsp 6/15/2015
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in government policy that affects most companies in a particular industry does not require an
announcement, but if it affects only one or a few companies in a material way, such companies

should make an announcement.

4.5 Exchange Policies

(1) The Toronto Stock Exchange Inc. (the "TSX") and the TSX Venture Exchange Inc.
("TSX Venture") each have adopted timely disclosure policy statements which mclude
many examples of the types of events or information which may be matenal;
Compames should also refer to the guidance provided in these policies when trying to
assess the materiality of a particular fact, change or piece of information. |

5(2) The TSX and TSX Venture policies require the timely disclosure of "material
information”. Material information includes both material facts and material changesj
relatmg to the business and affairs of 2 company. The timely disclosure obligations m?
fhe exchanges' policies exceed those found in securities legislation. it is not
uncommon or inappropriate, for exchanges to impose requirements on their Ilstedé
compames which go beyond those imposed by securities legislation.31 We expecA
listed companies to comply with the requirements of the exchange they are listed on.
Companles who do not comply with an exchange'’s requirements could ﬁnd
themselves subject to an administrative proceeding before a provincial secunhesg

regulator 32

Part V - Risks Associated with Certain Disclosures

5.1 Private Briefings with Analysts, Institutional Investors and other Market Professionals

http://www.osc.gov.on.ca/en/SecuritiesLaw _pol_20020712_51-201.jsp 6/15/2015
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The determination to impose restrictions is based on a careful inspection of the trading for the latest one week period, defir
year's average weekly volume to the volume for the period considered, arbitrage, stop order bans, short position, eamings

The restriction itself is aimed primarily at eliminating the extension of credit to those who buy a security and sell it the same
requirement is usually imposed on all other margin customers in that they must put up the full purchase price within five bu
in seven days.

202.05 Timely Disclosure of Material News Developments

A listed company is expected to release quickly to the public any news or information which might reasonably be expected
into with the Exchange.

A listed company should also act promptly to dispel unfounded rumors which result in unusual market activity or price varia

The issuer of income deposit securities traded as a unit shall publicize any change in the terms of the unit, such as change
component), or to the ratio of the components within the unit. Such publication shall be made as soon as practicable in rel
issuer must provide information regarding the terms and conditions of the components of the unit {including information wit

202.06 Procedure for Public Release of Information

(A} Immediate Release Policy

Information required to be released quickly 1o the public under Section 202.05 above should be disclosed by means of any
issuers must comply with the timely alert policy set forth in Section 202.05 and may do so by any method (or combination ¢
companies to comply with the immediate release policy by issuing press releases.

The spirit of the immediate release policy is nol considered to be violated on weekends where a "Hold for Sunday or Mond.

Annual and quarterly earnings, dividend announcements, mergers, acquisitions, tender offers, stock splits, major managen
News of major new products, contract awards, expansion plans, and discoveries very ofien fall into the same category. Un’
disguise unfavorable news endangers management's reputation for integrity. Changes in accounting methods to mask suc

it should be a company’s primary concem to assure that news will be handled in proper perspective. This necessitates app
qualified, conservative and factual. Excessive or misleading conservatism should be avoided. Likewise, the repetitive relea

Few things are more damaging to a company's shareholder relations or to the general public's regard for a company's sect
trivia.

Premature announcemants of new products whose commercial application cannot yet be realistically evaluated should be ;
not match earlier projections, this too should be reported and explained.

Judgment must be exercised as to the timing of a public release on those carporate developments where the immediate re
company should weigh the faimess to both present and potential shareholders who at any given moment may be consideri

(B) Telephone Alert to the Exchange

When the announcement of news of a material event or a statement dealing with a rumor which calls for immediate release
representative by telephone at least ten minutes prior to release of the announcement, to inform the Exchange of the subs!
information necessary to locate the news upon publication. When the announcement is in written form, the company must ;
to release of the announcement. If the Exchange receives such notification in time, it wilt be in a position to consider wheth
openings and trading halls.) A delay in trading after the appearance of the news on the Dow Jones, Reuters or Bloomberg
specialist's book in view of the news announcement. Even if limit orders are not canceled or changed during the halt, the fz
regardless of the previously entered limit. A longer delay in trading may be necessary if there is an unusual influx of orders
overall importance of fairness to all those participating in the market demands that these procedures be followed.

(C) Release to Newspapers and News Wire Services

http://nysemanual.nyse.com/LCMTools/T OCChapter.asp?manual=/lcm/sections/lcm-secti... 6/15/2015
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ALGONQUIN POWER & UTILITIES CORP.

COST ALLOCATION
MANUAL

V2014.1 Effective: July 1st, 2015

This document outlines the methods of direct charges and cost aflocations:

(i) between Algonquin Power & Utilities Corp. and its affiliates, including
Algonquin Power Company and Liberty Utilities (Canada) Corp.; (ii) between
Liberty Utilities (Canada) Corp. and its regulated utility subsidiaries; {iii) between
Liberty Utilities {Canada) Corp.’s shared services functions and its affiliates,
including Algonquin Power Company and Liberty Utilities {Canada) Corp.; and {iv)
between Liberty Utilities Service Corp. and its affiliates.
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COST ALLOCATION MANUAL

1. INTRODUCTION

The purpose of this manual is to provide a detailed explanation of services
provided by Algonquin Power & Ultilities Corp (“APUC”), and its affiliates,
Algonquin Power Company (“APCo”), Liberty Utilities (Canada) Corp. (“LUC”),
and Liberty Utlities Service Corp. (“LUSC”) to the regulated utilities and to
describe the Direct Charge' and Cost Allocation” Methodologies used by APUC,
APCo, LUC, and LUSC. The following organization chart identifies the
relationships between the separate entities.

Figure 1: Algonquin Power & Utilities Corporate Structure

T+ ALGONGUIN
7 1

Power & Uikifities Comp,

Libieety Utilues |

Service Co

This Cost Allocation Manual (“CAM”) has been completed in accordance and
conformance with the NNARUC Guidelines for Cost Allocations and Affiliate Transactions
(“NARUC Guidelines”). More specifically, the founding principles of this Cost
Allocation Manual are to a) directly charge as much as possible to the entity that
procures any specific service, and b) to ensure that inappropriate subsidization of
unregulated activities by regulated activities, and vice versa, does not occur. For
case of reference, the NARUC Guidelines are attached as Appendix 1.

! Direct charges (sometimes referred to as assigned costs) are costs incurred by one company for the exclusive
benefit of one or more other companies, and which are directly charged (or assigned) to the company or companies
that specifically benefited.

2 Allocated costs are costs incurred by one company that are for the benefit of either (a) all of the Algonquin
companies or (b) all of the regulated companies, and which are charged to the benefited companies using a
methodology and set of logical allocation factors that establish a reasonable link between cost causation and cost
recovery.

W ALGONQUIN

P Erower oy fries Corp.
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COST ALLOCATION MANUAL

Costs charged and allocated pursuant to this CAM shall include direct labor, direct
materials, direct purchased services associated with the related asset or services,
and overhead amounts. The direct charges are assigned as follows:

a. Tariffed rates or other pricing mechanisms established by rate
setting authorities shall be used to provide all regulated services;

b. Setvices not covered by (a) shall be charged by the providing party
to the receiving party at fully distributed cost; and

c. Facilities and administrative services rendered to a rate-regulated
subsidiary shall be charged on the following basis:

() the prevailing price for which the service is provided for
sale to the general public by the providing party (i.e., the
price charged to non-affiliates if such transactions with non-
affiliates constitute a substantial portion of the providing
party’s total revenues from such transactions) or, if no such
prevailing price exists, (ii) an amount not to exceed the fully
distributed cost incurred by the providing patty in providing
such setvice to the receiving party.

2. THE APUC CORPORATE STRUCTURE

APUC’s primary business is direct interest or equity ownership in renewable and
thermal power generating facilities and regulated utiliies. APUC owns a widely
diversified portfolio of independent power production facilities® and regulated
utilities* consisting of water distribution, wastewater treatment facilities, electric
and gas utilities. While power production facilities are located in both Canada and
the United States, regulated utility operations are exclusively in the United States.
APUC is publicly traded on the Toronto Stock Exchange’. Its structure as a
publicly traded holding company provides substantial benefits to its regulated
utilities through access to capital markets.

* All power production (i.e. generation) facilities are found within Algonquin Power Company within the APUC
corporate structure.

* All distribution utilities are found within Liberty Utilities (Canada) Corp. within the APUC corporate structure.

® Common shares and preferred shates are traded on the Toronto Stock Exchange (T'SX) under the symbols AQN,
AQN.PRA and AQNPRD. Additional corporate information can be found at the company’s website,
algonquinpower.com.

¥ T ALGONQUIN
V& & power & Litiities Lo

Algonquin . tiberty tilities
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COST ALLOCATION MANUAL

APUC is the ultimate corporate parent and affiliate that provides financial,
strategic management, corporate governance, administrative and support services
to LUC and its subsidiaries as well as to the numerous genetration assets held by
APCo. The services provided by APUC are necessary for LUC and its subsidiaries
to have access to capital markets for capital projects and operations. These services
are expensed at APUC and are performed for the benefit of APCo and LUC and
their respective businesses.

APUC and its affiliates capitalize on APUC’s expertise and access to the capital
markets through the use of certain shared services, which maximizes economies of
scale and minimizes redundancy. In short, it provides for maximum expertise at
lower costs. Further, the use of shared expertise allows each of the entities to
receive a benefit they may not be able to achieve on a stand-alone basis such as
strategic management advice and access to capital at more competitive rates.

3. SCOPE OF SERVICES FROM APUC AND APCO
AMONG AFFILIATES AND HOW THOSE COSTS ARE
DISTRIBUTED

Each distribution utility can be assigned and/or allocated costs from
APUC, LUC and LUSC. This section provides an overview of the
services and the cost methodology for APUC. In addition, this section
also addresses any costs and services that may arise from APCo.

3.1 Labor Services and Cost Allocation from APUC to LUC and
APCo

3.1.1 Description of the APUC Services and Costs

APUC provides benefits to its affiliate companies by use of certain shared services.
APUC charges labor rates for these shared services at cost, which is the dollar
hourly rate per employee as recorded in APUC’s payroll systems, grossed up for
burdens such as payroll taxes, health benefits, retirement plans, other insurance
provided to employees, and other employee benefits. These labor costs are
charged directly based on timesheets to the extent possible. If labor is for the
benefit of all subsidiaries then the allocation methodologies used for non-labor
costs are applied.

?}EALGGNQU!N Kﬁ‘ Al gong uin W Liberty Utilities

¥ ower & Utitities Corp.
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COST ALLOCATION MANUAL

APUC’s non-labor services include Financing Services. As used herein Financing
Services means the selling of units to public investors in order to generate the
funding and capital necessary (be it short term or long term funding, including
equity and debt) for LUC and APCo as well as providing legal services in
connection with the issuance of public debt.

The capital and funds obtained from the sale of shares in APUC are used by LUC
and APCo for current and future capital investments. The services provided by
APUC are crifical and necessary to LUC and APCo because without those services
they would not have a readily available source of capital funding. Further,
relatively small utilities may have difficulty attracting capital on a stand-alone basis.

The services provided by APUC specifically optimize the performance of the
utilities, keeping rates low for customers while ensuring access to capital is
available. If the utilities did not have access to the services provided by APUC,
then they would be forced to incur associated costs for financing, capital
investment, audits, taxes and other similar services on a stand-alone basis, which
would substantially increase such costs. Simply put, without incurring these costs,
APUC would not be able to invest capital in its subsidiaries, including the
regulated utilities.

In connection with the provision of Financing Services, APUC incurs the
following types of costs: (i) strategic management costs (board of director, third-
party legal services, accounting services, tax planning and filings, insurance, and
required auditing); (i) capital access costs (communications, investor relations,
trustee fees, escrow and transfer agent fees); (iii) financial control costs (audit and
tax expenses); and (iv) administrative (rent, depreciation, general office costs). See
Appendix 2 for a more detailed discussion of the costs incurred by APUC.

Non-labor costs, excluding corporate capital, ate pooled and allocated to LUC’s
subsidiaries and APCo using the method summarized in Table 1. Fach corporate
cost type, or function, has been carefully reviewed to propetly identify the factors
driving those costs. Each function or cost type is typically driven by more than
one factor and each has been assigned an appropriate weighting. Table 1 includes
brief commentary on the rationale for each cost driver and weighting, along with
examples for each cost type.

Fill ¥ oo & Utiies Eeie)
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COST ALLOCATION MANUAL

Table 1: Summary of Corporate Allocation Method of APUC Indirect Costs

Type of Cost Allocation Rationale Examples
Methodology
Legal Costs Net Plant 33.3% | This function is Employee labor
Number of driven by factors and related
Employees  33.3% | which include Net | administration
O&M 33.3% | Plant, as typically and programs;

the higher the value | Third party legal
of plant, the more
legal work it
attracts; similarly, a
greater number of
employees are
typically more
indicative of larger
facilities that
require greater
levels of attention;
and O&M costs
tend to be a third
factor indicative of
size and legal

complexity.
Tax Services Revenue 33.3% | This function is Employee labor

O&M 33.3% | driven by a variety | and related

Net Plant 33.3% | of factors that administration
influence the size and programs,
and relative tax including Third
complexity, party tax advice
including Revenues, | and services
O&M and Net

Plant. Tax activity
can be driven by
each of these

factors.
Audit Revenue 33.3% | This function is Employee labor
O&M 33.3% | driven by a variety | and related
Net Plant 33.3% | of factors that administration
influence the size and programs,
FAINCONQUIN ™ Aloonquin < Liberty Utilities
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COST ALLOCATION MANUAL

and complexity of | including Third
Audit, including party accounting
Revenues, O&M and audit
and Net Plant. services
Audit activity can
be driven by each
of these factors.
Investor Relations | Revenue 33.3% | This function is Employee labor
O&M 33.3% | driven by factors and related
Net Plant 33.3% | which reflect the administration
relative size and and programs,
scope of each including third
affiliate - Revenues, | party Investor
Net Plant and day
O&M costs. communications
and materials
Director Fees and | Revenue 33.3% | This function is Board of
Insurance O&M 33.3% | driven by factors Director fees,
Net Plant 33.3% | which reflect the insurance and
relative size and administration
scope of each
affiliate - Revenues,
Net Plant and
O&M costs.
Licenses, Fees and | Revenue 33.3% | This function is Third party
Permits O&M 33.3% | driven by factors costs
Net Plant 33.3% | which reflect the
relative size and
scope of each
affiliate - Revenues,
Net Plant and
O&M costs.
Escrow and ' Revenue 33.3% | This function is Third party
Transfer Agent O&M 33.3% | dtiven by factors costs
Fees Net Plant 33.3% | which reflect the
relative size and
scope of each
affiliate - Revenues,
Net Plant and
O&M costs.
FAISONUN < Aloonquin « Liberty Utlities
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Other Revenue 33.3% | This function is Third party
Professional O&M 33.3% | driven by factors costs
Services Net Plant 33.3% | which reflect the
relative size and
scope of each
affiliate - Revenues,
Net Plant and
O&M costs.
Office Oakville Employees | This function is Office space
Administration 50% driven by factors and utility costs.
Square Footage 50% | which are indicative Employee labor
of number of and related
employees and administration
square footage
utilized by these
employees.
Executives Revenue 33.3% | This function is Employee labor
O&M 33.3% | driven by factors cost that is not
Net Plant 33.3% | which reflect the directly
relative size and attributable to
scope of each any entity

affiliate - Revenues,
Net Plant and
O&M costs.

Notwithstanding the above, if a charge is related either solely to the regulated
utility business, i.e., LUC, or to the power generation business, i.e., APCo, then all
of those costs will be direct charged, or assigned, to the business segment for
which they are incurred.

Lastly, if a cost can be directly attributable to a specific entity, it will be directly
charged to that entity.

3.1.2 Description of the APUC Cost Flows

Please refer to Figure 2 for a diagram of the various flows of costs that may arise

from each affiliate, including APUC.

&1 ALcoNQUIN
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Figure 2: Tllustration of APUC Corporate Cost Distributions

AlgonquinPower & UtilitiesCorp
(APUQ)

- Assigned
Assigned Assigned Costsih)
Costs {a) Costs (b)

CAM Table 4 CAM Table 5

currently
no LUSC
allocated
costs.

T | o _/+ S There are
|
i

| Utility Four Factor Methodology i
CAM Table 2 [

{a) Costs that are directly assignable to unregulated companies
{b) Costs that are directly assignable to regulated companies

(c) Costs that benefit both unregulated and regulated operations
(d) Costs that benefit all regulated operations

As illustrated in Figure 2 and as described above, APUC incurs three types of costs
that are passed on to its direct and indirect subsidiaties. The first type is APUC’s
costs that directly benefit a particular specific unregulated company, which are
directly assigned to that unregulated company. The second type is APUC’s costs
that directly benefit a particular regulated company, which are directly assigned to
that regulated company. The third type are APUC’s tremaining costs that benefit
the entire enterprise (both regulated and unregulated), which are allocated between
regulated and unregulated company groups pursuant to CAM Table 1. Information
within Table 1 includes: (a) each type of cost incurred by APUC that is to be
allocated between regulated and unregulated parts of the business; (b) the factors
used to allocate each type of cost between regulated and unregulated activity; (c)

71 ALconoumn
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COST ALLOCATION MANUAL

the rationale for selecting the factors that are used for allocation; and (d) examples
of the specific allocated costs. The costs allocated to the regulated companies as a
group are then reallocated to individual companies using the Utility Four-Factor
allocation methodology set forth in CAM Table 2 (described below), resulting in
utility-specific allocated charges from APUC.

For an example of how an APUC invoice would be assigned or allocated, please
see Appendix 3.

Certain costs, which are incutred for the benefit of APUC’s businesses, are not
allocated to any subsidiary. These include costs such as certain corporate travel
and certain overheads.

3.2 Labor Services and Cost Allocation From APCo To LUC

From time to time, APCo may provide Engineering and Technical Labor to LUC
or its utilides. These charges plus an allocation for corporate overheads such as
rent, materials/supplies, etc. are capitalized and directly charged to the relevant
utility.

From time to time, APCo employees may provide administrative support to LUC
ot its utilities. These charges are direct charged using time sheets.

4. SCOPE OF SERVICES PROVIDED BY LUC TO ITS
SUBSIDIARIES, APUC AND APCO, AND HOW
THOSE COSTS ARE DISTRIBUTED

Each distribution utility can be assigned and/or allocated costs from APUC, LUC
and LUSC. This section provides an overview of the services and the cost
methodology for LUC.

4.1 Overview of LUC Services and Costs

Please refer to Figure 2 for a diagram of the various flows of costs that may arise
from each affiliate, including LUC.

As illustrated in Figure 2, LUC incurs three types of costs that are passed on to
other direct or indirect subsidiaries. The first type is an LUC cost that directly
benefits a particular regulated company, which is directly assigned to that regulated

4 -,a”yiu“ 1
@ﬁémowawm {:ﬂ,, Azgemf% UIn . Liberty Utilities
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COST ALLOCATION MANUAL

company. The second type is an LUC cost that benefits all of the regulated
companies, which is allocated using the Utlity Four-Factor Methodology
described in CAM Table 2. Both of these cost types are described in section 4.2
below.

The third type of costs arising from LUC are those from shared services’ that
benefit both the regulated group of companies and the unregulated group of
companies within the Liberty / Algonquin family, which are allocated between the
two groups pursuant to the methodology described in section 4.3 and as set forth
in CAM Table 4.

4.2 LUC Services and Costs Provided to Utilities

LUC provides its regulated utilities with the following services: accounting,
administration, cotporate finance, human resources (including training and
development), information technology, rates and regulatory affairs, environment,
health, safety, and security, customer service, procurement, risk management, legal,
and utility planning. The following are examples of some of the services provided:
(1) budgeting, forecasting, and financial reporting setvices including preparation of
reports and preservation of records, cash management (including electronic fund
transfers, cash receipts processing, managing short-term borrowings and
investments with third parties); (ii) development of customer service policies and
procedures; (iii) development of human resource policies and procedures; (iv)
selection of information systems and equipment for accounting, engineering,
administration, customer service, emergency restoration and other functions and
implementation thereof; (v) development, placement and administration of
insurance coverages and employee benefit programs, including group insurance
and retirement annuities, property inspections and valuations for insurance; (vi)
purchasing services including preparation and analysis of product specifications,
requests for proposals and similar solicitations; and vendor and vendor-product
evaluations; (vii) energy procurement oversight and load forecasting; and (viii)
development of regulatory strategy.

LUC will assign costs that can be directly attributable to a specific utility. These
include direct labor and direct non-labor costs. However, the indirect 1.UC costs
cannot be directly attributed to an individual utility. LUC allocates its indirect

¢ As discussed later, LUC costs that benefit both regulated and unregulated businesses are incurred within Liberty
Algonquin Business Services (“LABS”), which is a business unit within LUC that serves both regulated and
unregulated entities.

£:1 ALGoNQUIN
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COST ALLOCATION MANUAL

labor and indirect non-labor costs, including capital costs, to its regulated utilities
using a Utility Four-Factor Methodology. LUC uses the Utility Four-Factor
Methodology to allocate costs incurred for the benefit of all of its regulated assets
(“System-Wide Costs™) to all of its utilities.

The Utility Four-Factor Methodology allocates costs by relative size of the utilities.
The methodology used by LUC involves four allocating factors, or drivers: )
Utlity Plant; (2) Total Customers; (3) Non-Labor Expenses; and (4) Labor, with
each factor assigned an equal weight, as shown in Table 2 below.

Table 2: Utility Four-Factor Methodology Factors and Weightings

Factor Weight
Utility Plant 25%
Customer Count 25%
Non-Labor Expenses 25%
Labor 25%
Total 100%

LUC also uses the Utility Four-Factor Methodology to allocate to its regulated
utilities the system-wide indirect labor and indirect non-labor costs allocated to
LUC from APUC.

Table 3 provides a simplified hypothetical example to demonstrate how the Utility
Four-Factor Methodology would be calculated based on ownership of only two
hypothetical utilities.

Table 3: Utility Four-Factor Methodology Example

; Total All Utility 1 % Factor Utility 1
Factor Utility.1 | Utility 2 Utilities of Total Weight Allocation

Utility Plant ($) 727 371 1098 66% 25% 17%
Customer

Count (#) 6000 1000 7000 86% 25% 21%

Labor ($) 57 32 89 64% 25% 16%

Non-Labor
Expenses (§) 108 1 149 72% 25% 18%
Total Allocation : 2%
FAILSONUN 2™ Algonquin < Liberty Utilities
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As can be seen from these hypothetical numbers in Table 3, Utility 1 would be
allocated 72% of the total indirect costs incurred by LUC, based on its relative size
and application of the Utility Four-Factor Methodology. Utility 2 would be
allocated the remaining 28%. LUC has developed and utilized this methodology
to better allocate costs, recognizing that larger utilities require more time and
management attention and incur greater costs than smaller ones.

On occasion there may be costs which are incurred for the benefit of two of more
utilities, but not all of the utilities. These costs are directly assigned to utilities as
per the vendort invoice, o, if the invoice doesn’t specify a share for each utility, the
Utlity Four-Factor Methodology is used. In this situation, the weighting is
determined by only including the utilities that benefited from the service and
excluding the utilities that did not receive the service.

For an example of how an LUC invoice would be assigned or allocated, please see
Appendix 4.

4.3 Shared Services from LUC

The third type of costs arising from LUC are those from shared services’ that
benefit both the regulated group of companies and the unregulated group of
companies within the Liberty / Algonquin family.

Consistent with the organization practices described earlier, shared services and
costs (within LUC) are assigned when they are directly attributable to a specific
business unit’. Labor charges for LUC shared services staff are assigned using
time sheets that depict the amount of time that is to be direct charged to either
LUC or APCo.

Indirect costs for services from the shared services functions that cannot be
directly assigned are allocated between the regulated and unregulated business
units, LUC and APCo, pursuant to the methodology set forth in CAM Tables 4a
and 4b. Similar to Table 1, Tables 4a and 4b include: (a) each type of cost incurred
by LUC that is to be allocated between regulated and unregulated parts of the
business; (b) the factors used to allocate each type of cost between regulated and

7 Liberty Algonquin Business Services (“LABS”) is a business unit found organizationally within LUC that serves
both regulated and unregulated entities.

8 To clarify, if a LABS service s for only one specific organization, such as the unregulated generation business,
APCo, the cost will be directly charged to that business unit.

i1 ALlconquin
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unregulated activity; (c) the rationale for selecting the factors that are used for
allocation; and (d) examples of the specific allocated costs. The costs allocated to
the regulated companies as a group are then reallocated to individual companies
using the Utlity Four-Factor Methodology set forth in CAM Table 2, resulting in
utility-specific allocated charges from LUC.

For an example of how an invoice or cost within LUC’s shared services (LABS)
would be assigned or allocated, please see Appendix 5.

4.3.1 Business Services and Corporate Services

LUC shared services that benefit the entire company, i.e., APCo and LUC, are
internally referenced under two names - Business Services and Corporate Setvices.
The services and functions within each category are shown in the tables below’.
Indirect costs from Business Services and Corporate Services are allocated using
the following methodology shown in Tables 4a and 4b, respectively, which are
designed to closely align the costs with the driver of the activity.

Table 4a: Summary of Corporate Allocation Method of LUC Business

Services Indirect Costs

Type of Cost Allocation Rationale Examples
Methodology
Information Number of IT function is Enterprise wide
Technology Employees 90% | driven by factors support,
O&M 10% | which include architecture, etc.
number of Third party fees

employees and
O&M. The larger
the number of
employees, the
mote suppott,
software and I'T
infrastructure is
required.

? Note that the shared service functions found in Tables 4a and 4b are unchanged from those shown in Table 4 in
the prior version of the CAM. These functions have simply been reorganized into these two Tables, 42 and 4b, to
show the differentiation between Business Services and Corporate Services.

¥ 1 ALGonNQuin
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Human Resources | Number of HR function is HR policies,
Employees 100% | driven by number | payroll
of employees. A processing,
greater number of | benefits,
employees requires | employee
additional HR surveys
support
Training Number of Training is directly | Courses,
Employees ~ 100% | propottional to the | lectures, in
number of house training
employees per sessions by third
function party providers

Facilities and

Square Footage

Office space

Corporate office

Building Rent 100% occupied accurately | building
reflects space
requirements of
each subsidiary
Environment, Number of EHSS training, etc. | Enterprise wide
Health, Safety and | Employees 100% | is directly programs,
Security proportional to the | employee labor
number of and related
employees per administration
function
Procurement O&M 50% | Procurement Enterprise wide
Capital Expenditures | function is based support and
50% on typical related
proportion of administration
expenditures
FAIASONGUIN ™ Aleonquin < Liberty Utilities
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Table 4b: Summary of Corporate Allocation Method of LUC Corporate

Services Indirect Costs

Risk Management | Net Plant 33.3% | This function is Software
Revenue 33.3% | driven by factors platform, fees
O&M 33.3% | which reflect the and
relative size and administration
complexity of Risk
Management -
Revenues, Net
Plant and O&M
costs.
Financial Revenue 33.3% | This function is Employee labor
Reporting and O&M 33.3% | driven by factors and related
Administration Net Plant 33.3% | which reflect the administration
relative size and and third party
complexity of fees
Financial Reporting
and Admin. -
Revenues, Net
Plant and O&M
costs.
Treasury Capital Expenditures | Treasury activity is | Third party
25% typically guided by | financing,
O&M 50% | the amount of employee labor
Net Plant 25% | necessary and related
capex/plant for administration
each utility, and and programs
operating
costs/cash flow
Internal Audit Net Plant 25% | This function is Third party fees,
O&M 75% | driven by factors employee labor
which reflect the and related
relative size and administration
complexity of and programs
Internal audit
activity. Larger
Plant and operating
costs drive of a
given facility drive
FAIASONQUN ™ Aloonquin < Liberty Utilties
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more activity from
IA.

Communications | Number of Communications Enterprise wide
Employees ~ 100% | cost is directly support and
proportional to the | related
number of administration
employees
Legal Costs Net Plant 33.3% | This function is Employee labor
Number of driven by factors and related
Employees  33.3% | which include Net | administration
O&M 33.3% | Plant, as typically and programs,
the higher the value | including third
of plant, the more | party legal

legal work it
attracts; similarly, a
greater number of
employees are
typically more
indicative of latger
facilities that
require greater
levels of attention;
and O&M costs
tend to be a third
factor indicative of
size and legal
complexity.

5. LIBERTY UTILITIES SERVICE CORP.

Each distribution utility can be assigned and/or allocated costs from APUC, LUC
and LUSC. This section provides an overview of the services and the cost
methodology for LUSC.

All U.S.-based utility employees are employed, or will be employed, by Liberty
Utilides Service Corp. (LUSC). All employees’ costs, such as salaries, benefits,
insurances etc. are to be paid by LUSC and direct charged to the company to
which the employee is dedicated and performs work. Services provided from

¥t ALGONOQUIN
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LUSC to each regulated utility shall be done on a time sheet basis to the extent
possible. In infrequent instances where time sheeting may not be possible, the
allocation factors shown in Table 5 are to be used.

Table 5: Summary of Allocation Method of LUSC Indirect Costs

Type of Cost Allocation Rationale Examples
Methodology
Customer Care Customer count Customer count Customer Care
and Billing 100% accurately reflects | and Billing
the resource employees and
requirements of the | related
Customer Care and | administrations
Billing group
I'T/Tech Support | Number of Technical support | Tech support
Employees ~ 100% | requirements are staff, associated
related to the administration,
number of and required
employees software,
hardware, etc.
Human Resources | Number of HR function is HR policies,
Employees 100% | driven by number | payroll
of employees. A processing,
greater number of | benefits,
employees requires | employee
additional HR surveys
support
Gas Control Net Plant 100% | The greater the Gas Control
plant, the more labor,
control required administration,
and associated
programs
Legal Net Plant 33.3% | Allocated based on | Employee labor
Number of the relative size of | and related
Employees  33.3% | affiliate and administration
O&M 33.3% | employee count. and programs,
including third
party legal
it ALGONQUIN
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Regulatory Net Plant 33.3% | Allocated based on | Utility-wide
Number of the relative size of | studies or third
Employees  33.3% | affiliate and party costs
O&M 33.3% | employee count. beneficial to all
utilities
Environment, Number of EHSS training, etc. | Udlity-wide
Health, Safety and | Employees 100% | is directly programs,
Security proportional to the | employee labor
number of and related
employees administration
Procurement O&M 50% | Based on typical Utility-wide
Capital Expenditures | proportion of support and
50% expenditures related
administration

Please note the allocation methodology can be adjusted based on the number of
participating utilities. For example, Customer Service representatives who serve
only the New Hampshire utilities will only have their indirect costs allocated, if
any, based on the number of customers within New Hampshire. Labor costs
associated with energy procutement are directly billed to the utilities requiring
energy procurement services using timesheets.

6. CORPORATE CAPITAL

APUC or LUC will make capital investments for the benefit of all the utilities or
facilities it owns (examples include corporate headquarters, IT systems, etc.). All
capital investments kept at the corporate level benefiting all facilities will be
distributed monthly in the form of an intercompany operating expense charge that
captures the depreciation expense and cost of capital associated with the assets. All
costs associated to service the investment will be allocated to APCo and I.UC’s
utilities based on that department’s allocation where the capital investment is
made. For example, if the capital investment is made in Human Resoutces then
the allocation methodology used for Human Resources to allocate non-capital
inditect costs as shown in Table 4a will be used to allocate the charge associated
with the corporate capital expenditures, including the cost of capital, depreciation,
property tax, operation and maintenance costs and all other associated costs. Any
corporate capital charges allocated to LUC are then reallocated to individual
companies using the Utility Four-Factor Methodology set forth in CAM Table 2.

L ALGONQUIN
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7. UPDATING ALLOCATIONS

Allocation percentages'® are updated annually. These annual updates to the
allocation percentages are based on the most recent audited financial statements
and other actual, year-end information. The updated percentages come into effect
each April 1% and are valid through to the following March 31*. These allocations
petcentages are also updated if an entity is either acquired or sold.

8. CAM TRAINING

The oversight of the CAM is currently the responsibility of the corporate
Regulatory department. Any updates or revisions are coordinated and completed
by this group. The CAM, and any support material, is distributed to Finance and
Regulatory staff throughout the organization at least annually. Any revisions to the
CAM are distributed immediately upon finalization to this same audience.
Training sessions are conducted annually to Finance, Regulatory and other affected
departments. As part of the employee otientation program, new employees
receive an introduction to the CAM. Further enhancements and additions to this
employee training program to foster and enhance the organization’s understanding
of the CAM are ongoing. For example, it is anticipated that an online training
module will be created and deployed actoss the organization, supplemented by a
self-certification process.

10 To clasify, the factors and weightings are expected to remain constant. It is the underlying information used to
calculate the allocation percentages that is updated annually, such as the most recent net plant figures, or the most
recent numbers of employees, for example.
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9. APPENDICES

APPENDIX 1- NARUC GUIDELINES FOR COST
ALLOCATIONS

Guidelines for Cost Allocations and Affiliate Transactions:

The following Guidelines for Cost Allocations and Affiliate Transactions
(Guidelines) are intended to provide guidance to jurisdictional regulatory
authorities and regulated utilities and their affiliates in the development of
procedutes and recording of transactions for services and products between a
regulated entity and affiliates. The prevailing premise of these Guidelines is that
allocation methods should not result in subsidization of non-regulated services or
products by regulated entities unless authorized by the jurisdictional regulatory
authority. These Guidelines are not intended to be rules or regulations presctibing
how cost allocations and affiliate transactions are to be handled. They are intended
to provide a framework for regulated entities and regulatory authorities in the
development of their own policies and procedures for cost allocations and
affiliated transactions. Variation in regulatory environment may justify different
cost allocation methods than those embodied in the Guidelines.

The Guidelines acknowledge and reference the use of several different practices
and methods. It is intended that there be latitude in the application of these
guidelines, subject to regulatory oversight. The implementation and compliance
with these cost allocations and affiliate transaction guidelines, by regulated utilities
under the authority of jurisdictional regulatory commissions, is subject to Federal
and state law. Each state or Federal regulatory commission may have unique
situations and circumstances that govern affiliate transactions, cost allocations,
and/or service or product pricing standards. For example, The Public Usdlity
Holding Company Act of 1935 requires registered holding company systems to
price "at cost" the sale of goods and services and the undertaking of construction
contracts between affiliate companies.

The Guidelines were developed by the NARUC Staff Subcommittee on Accounts
in compliance with the Resolution passed on Match 3, 1998 entitled "Resolution
Regarding Cost Allocation for the Energy Industry" which directed the Staff
Subcommittee on Accounts together with the Staff Subcommittees on Strategic
Issues and Gas to prepare for NARUC's consideration, "Guidelines for Energy
Cost Allocations." In addition, input was requested from other industry parties.
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Various levels of input were obtained in the development of the Guidelines from
the Edison Electric Institute, American Gas Association, Securities and Exchange
Commission, the Federal Energy Regulatory Commission, Rural Utilities Service
and the National Rural Electric Cooperatives Association as well as staff of various
state public utility commissions.

In some instances, non-structural safeguards as contained in these guidelines may
not be sufficient to prevent market power problems in strategic markets such as
the generation market. Problems arise when a firm has the ability to raise prices
above matket for a sustained period and/or impede output of a product or service.
Such concerns have led some states to develop codes of conduct to govern
telatonships between the regulated utility and its non-regulated affiliates.
Consideration should be given to any "unique" advantages an incumbent utility
would have over competitors in an emerging market such as the retail energy
market. A code of conduct should be used in conjunction with guidelines on cost
allocations and affiliate transactions.

A. DEFINITIONS

1. Affiliates - companies that are related to each other due to common ownership
or control.

2. Attestation Engagement - one in which a certified public accountant who is in
the practice of public accounting is contracted to issue a written communication
that expresses a conclusion about the reliability of a written assertion that is the
responsibility of another party.

3. Cost Allocation Manual (CAM) - an indexed compilation and documentation of
a company's cost allocation policies and related procedures.

4. Cost Allocations - the methods or ratios used to apportion costs. A cost
allocator can be based on the origin of costs, as in the case of cost drivers; cost-
causative linkage of an indirect nature; or one or more overall factors (also known
as general allocators).

5. Common Costs - costs associated with services or products that are of joint
benefit between regulated and non-regulated business units.

6. Cost Driver - a measurable event or quantity which influences the level of costs
incurred and which can be directly traced to the origin of the costs themselves.

VAR ¥ eower & Utiiiies Corp.
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7. Direct Costs - costs which can be specifically identified with a particular service
ot product.

8. Fully Allocated costs - the sum of the direct costs plus an appropriate share of
indirect costs.

9. Incremental pricing - pricing services or products on a basis of only the
additional costs added by their operations while one or more pre-existing services
or products suppott the fixed costs.

10. Indirect Costs - costs that cannot be identified with a particular service or
product. This includes but not limited to overhead costs, administrative and
general, and taxes.

11. Non-regulated - that which is not subject to regulation by regulatory
authorities.

12. Prevailing Market Pricing - a generally accepted market value that can be
substantiated by cleatly comparable transactions, auction or appraisal.

13. Regulated - that which is subject to regulation by regulatory authorities.

14. Subsidization - the recovery of costs from one class of customers or business
unit that are attributable to another.

B. COST ALLOCATION PRINCIPLES

The following allocation principles should be used whenever products or services
are provided between a regulated utility and its non-regulated affiliate or division.

1. To the maximum extent practicable, in consideration of administrative costs,
costs should be collected and classified on a direct basis for each asset, service or
product provided.

2. The general method for charging indirect costs should be on a fully allocated
cost basis. Under appropriate circumstances, regulatory authorities may consider
incremental cost, prevailing market pricing or other methods for allocating costs
and pricing transactions among affiliates.
s S, o
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3. To the extent possible, all direct and allocated costs between tregulated and non-
regulated services and products should be traceable on the books of the applicable
regulated utility to the applicable Uniform System of Accounts. Documentation should
be made available to the appropriate regulatory authority upon request regarding
transactions between the regulated utility and its affiliates.

4. The allocation methods should apply to the regulated entity's affiliates in order
to prevent subsidization from, and ensure equitable cost sharing among the
regulated entity and its affiliates, and vice versa.

5. All costs should be classified to services or products which, by their very nature,
are either regulated, non-regulated, or common to both.

6. The primary cost driver of common costs, ot a relevant proxy in the absence of
a primary cost driver, should be identified and used to allocate the cost between
regulated and non-regulated services or products.

7. The indirect costs of each business unit, including the allocated costs of shared
services, should be spread to the services or products to which they relate using
relevant cost allocators.

C. COST ALLOCATION MANUAL (NOT TARIFFED)

Each entity that provides both regulated and non-regulated services or products
should maintain a cost allocation manual (CAM) or its equivalent and notify the
jurisdictional regulatory authorities of the CAM's existence. The determination of
what, if any, information should be held confidential should be based on the
statutes and rules of the regulatory agency that requires the information. Any entity
requited to provide notification of a CAM(s) should make arrangements as
necessary and appropriate to ensure competitively sensitive information derived
therefrom be kept confidential by the regulator. At a minimum, the CAM should
contain the following:

1. An organization chart of the holding company, depicting all affiliates, and
regulated entities.

2. A description of all assets, services and products provided to and from the
regulated entity and each of its affiliates.
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3. A description of all assets, services and products provided by the regulated
entity to non-affiliates.

4. A description of the cost allocators and methods used by the regulated entity
and the cost allocators and methods used by its affiliates related to the regulated
services and products provided to the regulated entity.

D. AFFILIATE TRANSACTIONS (NOT TARIFFED)

The affiliate transactions pricing guidelines are based on two assumptions. First,
affiliate transactions raise the concern of self-dealing where market forces do not
necessatily drive prices. Second, utilities have a natural business incentive to shift
costs from non-regulated competitive operations to regulated monopoly
operations since recovery is more certain with captive ratepayers. Too much
flexibility will lead to subsidization. However, if the affiliate transaction pricing
guidelines are too rigid, economic transactions may be discouraged.

The objective of the affiliate transactions' guidelines is to lessen the possibility of
subsidization in order to protect monopoly ratepayers and to help establish and
preserve competition in the electric generation and the electric and gas supply
markets. It provides ample flexibility to accommodate exceptions where the
outcome is in the best interest of the utility, its ratepayers and competition. As
with any transactions, the burden of proof for any exception from

the general rule rests with the proponent of the exception.

1. Generally, the price for services, products and the use of assets provided by a
regulated entity to its non-regulated affiliates should be at the higher of fully
allocated costs or prevailing market prices. Under appropriate circumstances,
prices could be based on incremental cost, or other pricing mechanisms as
determined by the regulator.

2. Generally, the price for services, products and the use of assets provided by a
non-regulated affiliate to a regulated affiliate should be at the lower of fully
allocated cost or prevailing market prices. Under appropriate circumstances, prices
could be based on incremental cost, or other pricing mechanisms as determined by
the regulator.

3. Generally, transfer of a capital asset from the utility to its non-regulated affiliate
should be at the greater of prevailing market price or net book value, except as
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otherwise required by law or regulation. Generally, transfer of assets from an
affiliate to the utility should be at the lower of prevailing market price or net book
value, except as otherwise required by law or regulation. To determine prevailing
market value, an appraisal should be required at certain value thresholds as
determined by regulators.

4. Entities should maintain all information underlying affiliate transactions with the
affiliated utility for a minimum of three yeats, or as required by law or regulation.

E. AUDIT REQUIREMENTS

1. An audit trail should exist with respect to all transactions between the regulated
entity and its affiliates that relate to regulated services and products. The regulator
should have complete access to all affiliate records necessary to ensure that cost
allocations and affiliate transactions are conducted in accordance with the
guidelines. Regulators should have complete access to affiliate records, consistent
with state statutes, to ensure that the regulator has access to all relevant
information necessary to evaluate whether subsidization exists. The auditors, not
the audited utilities, should determine what information is relevant for a particular
audit objective. Limitations on access would compromise the audit process and
impair audit independence.

2. Each regulated entity's cost allocation documentation should be made available
to the company's internal auditors for periodic review of the allocation policy and
process and to any jurisdictional regulatory authority when appropriate and upon
request.

3. Any jurisdictional regulatory authority may request an independent attestation
engagement of the CAM. The cost of any independent attestation engagement
associated with the CAM, should be shared between regulated and non-regulated
operations consistent with the allocation of similar common costs.

4. Any audit of the CAM should not otherwise limit or restrict the authority of
state regulatory authorities to have access to the books and records of and audit
the operations of jurisdictional utilities.

5. Any entity required to provide access to its books and records should make
atrangements as necessary and appropriate to ensure that competitively sensitive
information derived therefrom be kept confidential by the regulator.
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F. REPORTING REQUIREMENTS

1. The regulated entity should report annually the dollar amount of non-tariffed
transactions associated with the provision of each service or product and the use
or sale of each asset for the following:

a. Those provided to each non-regulated affiliate.
b. Those received from each non-regulated affiliate.
c. Those provided to non-affiliated entities.

2. Any additional information needed to assure compliance with these Guidelines,
such as cost of service data necessary to evaluate subsidization issues, should be
provided.

Source:
http://www.naruc.org/Publications/Guidelines%20£for%20Cost%20Allocations%e20and

%ZOAfﬁ]iate%ZOTransactions.pdf
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APPENDIX 2 - DETAILED EXPLANATION OF APUC COSTS

1. APUC STRATEGIC MANAGEMENT COSTS

Strategic management decisions are critical for any public utility. The need for
strategic management is even more pronounced for APUC as a publicly traded
company, which depends on access to capital funding through public sales of
units. APUC seeks to hire talented strategic managers that aid in running each
facility owned by the company as efficiently and effectively as possible. This
ensures the long term health of each utility and ensures that rates are kept as low
as possible without compromising the level of service. It also facilitates each
regulated utility’s access to necessary capital funding at reduced costs. The costs
included in Strategic Management Costs fall into the following categories.

a. Board of Directors

The Board of Directors provides strategic oversight on all company affairs
including high level approvals of strategy, operation and maintenance budgets,
capital budgets, etc. In addition, the Board of Directors provides corporate
governance and ensures that capital and costs are incurred prudently, which
ultimately protects ratepayers.

b. General Legal Services

General legal services involve legal matters not specific to any single facility,
including review of audited financial statements, annual information filings, Sedar
filings, review of contracts with credit facilities, incorporation, tax issues of a legal
nature, market compliance, and other similar legal costs. These legal services are
required in order for APUC to provide capital funding to individual utilities,
without which the utilities could not provide adequate service. Additionally, the
services ensure that APUC’s subsidiaries remain compliant in all aspects of
opetations and prevent those entities from being exposed to unnecessary risks.

c. Professional Services

Professional Services including strategic plan reviews, capital market advisory
services, ERP System maintenance, benefits consulting, and other similar
professional services. By providing these services at a parent level, the subsidiaries
are able to benefit from economies of scale. Additionally, some of these services
improve APUC’s access to capital which benefits all of its subsidiaries.

i
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2. ACCESS TO CAPITAL MARKETS

One of APUC’s primary functions is to ensure its subsidiaries have access to
quality capital. APUC is listed on the Toronto Stock Exchange, a leading financial
market. In order to allow its subsidiaries to have continued access to those capital
markets, APUC incurs the following costs. These services and costs are a
prerequisite to the subsidiaries continued access to those capital markets.

a. License and Permit Fees

In connection with APUC’s participation in the Toronto Stock Exchange, APUC
incurs certain license and permit fees such as Sedar fees, annual filing fees,
licensing fees, etc. These licensing and permit fees are required in order to sell
units on the Toronto Stock Exchange, which in turn provides funding for utility
operations.

b. Escrow Fees

In connection with the payment of dividends to unit holders, APUC incurs escrow
fees. Escrow fees are incurred to ensure continued access to capital and ensure
continuing and ongoing investments by shareholders. Without such escrow fees,
APUC’s subsidiaries would not have a readily available source of capital funding,

c. Unit Holder Communications

Unit holder communication costs are incurred to comply with filing and regulatory
requirements of the Toronto Stock Exchange and meet the expectations of
shareholders. These costs include items such as news releases and unit holder
conference calls. In the absence of shareholder communication costs, investors
would not invest in the units of APUC, and in turn, APUC would not have capital
to invest in its subsidiaties. With such communications services, the subsidiaries
would not have a readily available source of capital funding.

3. APUC FINANCIAL CONTROLS

Financial control costs incurred by APUC include costs for audit services and tax
services. These costs are necessary to ensure that the subsidiaries are operating in a
manner that meets audit standards and regulatory requirements, which have strong
financial and operational controls, and financial transactions are recorded
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accurately and prudently. Without these services, the regulated utilities would not
have a readily available source of capital funding.

a. Audit Fees

Audits are done on a yearly basis and reviews are performed quarterly on all
facilities owned by APUC on an aggregate level. These corporate parent level
audits reduce the cost of the stand-alone audits significantly for utilities which
must perform its own separate audits. Where stand-alone audits are not required,
ratepayets receive benefits of additional financial rigor, as well as access to capital,
and financial soundness checks by third parties. Finally, during rate cases, the
existence of audits provides staff and intervenors additional reliance on the
company records, thus reducing overall rate case costs. The aggregate audit is
necessaty for the regulated utilities to have continued access to capital markets and
unit holders.

b. Tax Services

Taxes are paid on behalf of the regulated utilities at the parent level as part of a
consolidated United States tax return. Tax services such as planning and filing are
provided by third parties. Filing tax returns on a consolidated basis benefits each
regulated utility by reducing the costs that otherwise would be incurred by such
utility in filing its own separate tax return.

4, APUC ADMINISTRATIVE COSTS

Finally, administrative costs incurred by APUC such as rent, depreciation of office
furniture, depreciation of computers, and general office costs are required to house
all the services mentioned above. Without these administrative costs, the
employees of APUC could not petform their work and provide the necessary
services to the regulated utilities. These administrative costs also include training
for corporate employees.

*Algonquin . Liberty Utilities

W1 ALGONQUIN
VA onver 2 Utiicies Corg.
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COST ALLOCATION MANUAL

APPENDIX 3 — LIFE OF AN APUC INVOICE

A schematic is provided below showing the trail of an invoice received by APUC
for services to be charged to its subsidiaries. The schematic is intended to visually
explain the distribution of charges from APUC to APCo and Liberty Utilities
companies.

APUC Invoice
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COST ALLOCATION MANUAL

APPENDIX 4 — LIFE OF A LIBERTY UTILITIES INVOICE

A schematic is provided below showing the trail of an invoice received by Liberty
Utilities (LUC) for services to be charged to its subsidiaries. The schematic is intended to
visually explain the distribution of charges from LUC to Liberty Utilities companies.

tUC Invoice
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COST ALLOCATION MANUAL

APPENDIX 5 — LIFE OF A SHARED SERVICES INVOICE

A schematic is provided below showing the trail of an invoice for shared services
provided within Liberty Utilities for services to be charged to affiliates and
subsidiaries. The schematic is intended to visually explain the distribution of
charges from shared services to APCo and Liberty Utilities companies.

Shared Service

Invoice
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INTRODUCTION.
PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,
Phoenix, Arizona 85029.

WHAT IS YOUR PROFESSION AND BACKGROUND?

I am a self-employed, Certified Public Accountant providing consulting and general
accounting services to utility companies. I have a B.S. in Chemistry and Accounting
from Northern Arizona University (1980) and an M.B.A. with an emphasis in
Finance from the University of Phoenix (1991).

WOULD YOU BRIEFLY SUMMARIZE YOUR PRIOR WORK AND
REGULATORY EXPERIENCE?

Prior to becoming a private consultant, I was employed by High-Tech Institute, Inc.,
and served as controller and chief financial officer. Prior to working for High-Tech
Institute, I worked as a division controller for the Apollo Group, Inc. Before joining
the Apollo Group, I was employed at Kozoman & Kermode, CPAs. In that position,
I prepared compilations and other write-up work for water and wastewater utilities,
as well as tax returns.

In my private practice, I have prepared and/or assisted in the preparation of
numerous water and wastewater utilities rate applications before the Arizona
Corporation Commission (“Commission”). A copy of my regulatory work
experience is attached as Exhibit TJB-DT1.

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?

On behalf of Liberty Utilities (Entrada Del Oro Sewer) Corp. (“Liberty EDO” or the
“Company”). Liberty EDO is seeking a determination of its fair value rate base
(“FVRB”) and the setting of rates and charges for utility service based on that

finding.
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For convenience, my direct testimony is being filed in two volumes. In this
volume, T address rate base, income statement (revenue and operating expenses),
required increase in revenue, and rate design and proposed rates and charges for
service.

WHAT IS THE PURPOSE OF THIS VOLUME OF YOUR DIRECT
TESTIMONY?

To address all the components of the revenue requirement and rates, except cost of
capital. I am sponsoring the direct schedules (A through C and E, F and H), which
are filed concurrently herewith. I was responsible for the preparation of these
schedules based on my investigation and review of Liberty EDO’s relevant books
and records. The Company has not prepared a cost of service study (G schedules).
Consequently, the G Schedules are omitted.

WHY DIDN’T THE COMPANY PREPARE A COST OF SERVICE STUDY?
Primarily because cost of service schedules are not required for a Class D utility.
Nor is an expensive cost of service study necessary to set rates in this proceeding.
In fact, the Commission does not typically set rates for water and wastewater utility
service based on cost of service. Additionally, none of the changes to the rate designs
the Company is proposing necessitate the substantial additional expense of doing a
cost of service study. Besides, the Company has only one class of customer, the
residential class, at this time, meaning a cost of service study would not be very
meaningful under the circumstances.

PLEASE CONTINUE.

In a second, separate volume of my direct testimony, I address cost of capital and
sponsor the D schedules. As shown on the D-1 Schedules, the proposed capital

structure for the Company is 30 percent debt and 70 percent equity.! Liberty EDO’s

P EDO currently has no debt in its capital structure. However, the Company is concurrently

2
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proposed cost of long-term debt is 3.50 percent and required cost of common equity
is 12.0 percent. The weighted average cost of capital (“WACC”) for the Company
is 9.45 percent. Liberty EDO is further proposing a fair value rate of return
(“FVROR?”) of 6.92 percent. This FVROR is based on the methodology adopted by
the Commission in several recent rate cases.

OVERVIEW OF APPLICATION.

PLEASE SUMMARIZE LIBERTY EDO’S APPLICATION.

Liberty EDO is seeking a revenue increase of 90.53 percent. The test year used is
the 12-month period ending October 31, 2015. Liberty EDO’s revenue requirement
increase is based on an Original Cost Rate Base (“OCRB”) of $1,489,794 and a
Reconstruction Cost New Less Depreciation Rate Base (“RCRB™) of $2,820,167,
resulting in FVRB of $2,154,980 using a traditional 50/50 weighting of OCRB and
RCRB.

Liberty EDO has also proposed certain pro forma adjustments to take into
account known and measurable changes to rate base, expenses, and revenues. These
pro forma adjustments are consistent with normal ratemaking and are contemplated
by the Commission’s rules and regulations governing rate applications.? These
adjustments are necessary to obtain a more normal or realistic relationship between
revenues, expenses, and rate base on a going-forward basis.

The increase in revenues to provide for recovery of operating expenses and a
6.92 percent return on FVRB is approximately $254,643, an increase of
approximately 90.53 percent over the adjusted and annualized test year revenues.

The Company is proposing a 2-year phase-in of rates with recovery of the foregone

seeking financing approval that, if granted, would result in a capital structure with 30
percent debt.

2 See A.A.C. R14-2-103.
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revenues during the phase-in period (plus interest) in the 12 months following the
end of the 2-year phase-in period. |

A. Summary of A, E and F Schedules.

MR. BOURASSA, LET’S TURN TO LIBERTY EDO’S SCHEDULES.
PLEASE DESCRIBE THE SCHEDULES LABELED AS A, E, ANDF.

The A-1 Schedule is a summary of the rate base, operating income, current operating
margin, required operating margin, operating income deficiency, and the increase in
gross revenue. Present and proposed revenues and customer classifications are also
shown on this schedule.

The A-2 Schedule is a summary of results of operations for the test year, prior
years, and a projected year at present rates and proposed rates.

Schedule A-3 contains Liberty EDO’s capital structure for the test year and
the two prior years.

Schedule A-4 contains the plant construction and plant-in-service for the test
year and prior years. The projected plant additions are also shown on this schedule.

Schedule A-5 is the summary of the changes in financial position (cash flow)
for the prior two years, the test year at present rates, and a projected year at present
and proposed rates.

The E Schedules are based on Liberty EDO’s actual operating results, as
reported in annual reports filed with the Commission. The E-1 Schedule contains
the comparative balance sheet data for the years 2013, 2014, and 2015 ending on
October 31.

Schedule E-2, page 1, contains the income statement for the years 2013, 2014,
and 2015 ending on October 31.

Schedule E-3 contains the statements of changes in Liberty EDO’s financial

position for the test year and the two prior years.

4




O 0 9 N AW -

NNNNNNF—*)—*MD—*P—‘P—"—IHHD—‘
M-BWNHO\OOO\IO\MAUJNP—*O

26

SHAPIRO LAW FIRM

A PROFESSIONAL CORPORATIO

>

Schedule E-4 provides the changes in membership equity.

Schedule E-5 contains plant-in-service at the end of the test year, and one year
prior to the end of the test year.

Schedule E-7 contains operating statistics for the years ended 2012, 2013, and
2014 ending on October 31.

Schedule E-8 contains the taxes charged to operations.

The accountant’s notes to the financial statements and the financial
assumptions used in preparing the rate filing schedules are shown on Schedules E-9
and F-4, respectively, in accordance with the Commission’s standard filing
requirements.

Schedule F-1 contains the results of operations at the present rates (actual and
adjusted) and at proposed rates.

Schedule F-2 contains the summary of changes.in financial position (cash

flow) for the prior two years, the test year at present rates, and a projected year at

~ present and proposed rates.

Schedule F-3 shows the Liberty EDO’s projected construction requirements
for 2016, 2017, and 2018.

Schedule F-4 contains the assumptions used in developing the adjustments
and projections contained in the rate filing.
B. Rate Base (B Schedules).
PLEASE EXPLAIN THE B-1 SCHEDULE.
Schedule B-1 summarizes the OCRB, RCRB and the FVRB. As already noted, the
FVRB is determined using a traditional 50/50 weighting of OCRB and RCRB.
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1. OCRB Schedules.
HAVE YOU PREPARED SCHEDULES SHOWING ADJUSTMENTS TO
THE ORIGINAL COST RATE BASE?

Yes. Schedule B-2 shows adjustments to the OCRB cost rate base proposed by
Liberty EDO. Schedule B-2, pages 2 through 5, provides the supporting

information.

a. Plant-in-Service and Accumulated Depreciation.

PLEASE DISCUSS THE PIS ADJUSTMENTS.

B-2 adjustment number 1, as shown on Schedule B-2, page 2, adjusts plant-in-
service (“PIS”). There are four PIS adjustments included in Adjustment 1. These
are shown on Schedule B-2, page 3, and are labeled as adjustments “A,” “B,” “C,”
and “D.”

Adjustment “A” of B-2 adjustment number 1 removes $748 of capitalized
affiliate profit recorded to PIS since the end of the last test year.

Adjustment “B” of B-2 adjustment number 1 increases PIS for allocated
corporate plant totaling $27,309.

Adjustment “C” of B-2 adjustment number 1 reduces PIS by $299,000. This
adjustment is for capacity that will be held for future use as discussed in more detail
in Mr. Garlick’s direct testimony.

Adjustment “D” of B-2, adjustment number 1, adjusts PIS to reflect the
reconciliation of the Company’s PIS detail to recorded general ledger amounts as
reflected on Schedule E-1.

PLEASE DISCUSS THE A/D ADJUSTMENTS.
B-2 adjustment number 2, as shown on Schedule B-2, page 2, adjusts A/D. There

3 Direct Testimony of Matthew Garlick (“Garlick Dt.”) at 10.
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are four accumulated depreciation (“A/D”) adjustments included in Adjustment 2.
These are shown on Schedule B-2, page 4, and are labeled as adjustments “A,” “B,”
“C,” and “D.”

Adjustment “A” of B-2 adjustment number 2 removes $152 of A/D related to
affiliate profit recorded to PIS since the end of the last test year.

Adjustment “B” of B-2 adjustment number 2 increases A/D by $6,599 for
A/D related to allocated corporate plant.

Adjustment “C” of B-2 adjustment number 2 reduces A/D by $145,848 for
A/D related to the plant held for future use.

Adjustment “D” of B-2, adjustment number 2, adjusts A/D to reflect the
reconciliation of the Company’s PIS detail to recorded general ledger amounts as
reflected on Schedule E-1.

DO THE PLANT AND A/D BALANCES SHOWN ON SCHEDULE B-2
REFLECT THE LAST COMMISSION RATE ORDER FOR LIBERTY
EDO?

Yes. The Company’s reconstruction of the PIS balance started with the PIS balance
approved in the last rate case. Plant additions and retirements since the end of the
last test year have been added to and deducted from total plant shown on Schedule
B-2, pages 3.5 fo 3.14. Pages 3.5 to 3.14 of the schedule also show the details for
the A/D from the end of the last test year through the end of the test year using the

half-year convention for depreciation.

b. Contributions-in-Aid of Construction and Accumulated
Amortization.

PLEASE DISCUSS THE CIAC ADJUSTMENTS.
Adjustment number 3, shown on Schedule B-2, page 2, reflects an increase to

contributions-in-aid of construction (“CIAC™) for contributions recorded by the

7




1 prior owners that were not reflected on Liberty EDO’s books at the end of the test
2 year. Adjustment number 3 also increases accumulated amortization (“A.A) to
3 reflect the reconstructed balance through the end of the test year.
41 Q. WHY WEREN'T THESE CONTRIBUTIONS REFLECTED ON THE
5 BOOKS OF LIBERTY EDO AT THE END OF THE TEST YEAR?
6 A Tam not sure. At the time of transfer of ownership from the prior owners, the books
7 did not reflect any CIAC. However, the 2006 ACC annual report reflected CIAC in
8 the amount of $1,013,532 at the end of 2006, then the 2007 and subsequent ACC
9 annual reports reflected no CIAC. The Company cannot explain why the CIAC was
10 eliminated in 2007. However, in an effort to eliminate any potential dispute in the
11 instant case over the existence of CIAC, the Company decided to add back the
12 CIAC.
13 ] Q. WHAT PLANT DID THE CIAC FINANCE?
14 | A. Based upon information gleaned from the Company’s CC&N proceeding,* it
15 appears that the CIAC was used to fund land costs of $400,000 and the remaining
16 $613,352 was used to fund collection main and customer services.
17 | c. Accumulated Deferred Income Taxes.
18 | Q. PLEASE DISCUSS THE ADIT ADJUSTMENT.
19 | A. Adjustment number 4, shown on Schedule B-2, page 2, reflects the computed
20 deferred income taxes at the end of the test year. The Company’s computation is
21 based on the adjusted PIS, A/D, Advances-in-Aid of Construction (“AIAC™), and
22 CIAC balances in the instant case and the adjusted tax basis of its assets using the
23 effective tax rates computed on the Schedule C-3, page 2. The detail of the
24
25
26 | *See Docket No. SW-04316A-05-0371.
SEarmo Ly ey
8
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Company’s deferred income tax computation is shown on Schedule B-2, pages 6.0
and 6.1.

d. Cash Working Capital.
PLEASE DISCUSS THE WORKING CAPITAL ADJUSTMENT.

Adjustment number 5, shown on Schedule B-2, page 2, reflects the Company
proposed cash working capital allowance. The Company’s proposed cash working
capital allowance of a negative $23,189 is based upon a lead-lag study prepared by
the Company and summarized on Schedule B-5.

2. RCRB Schedules.
PLEASE BRIEFLY EXPLAIN RCRB.
The ACC has defined RCRB in Title 14 as:

An amount consisting of the depreciated reconstruction
cost new of the property %exclusive of contributions and/or
advances in aid of construction) at the end of the Test-Year,
used and useful, plus a proper allowance for working capital
and including all applicable pro forma adjustments.
Contributions and advances in aid of construction, if recorded
in the accounts of the public service corporation, shall be
increased to a reconstruction new basis.’

The term Reconstruction Cost New (“RCN™) is the estimated cost of constructing
the utility’s property in today’s cost levels; this is typically done through a trending
study or through an engineering study using current cost estimates from RS Means,®
construction bids, or inflation indexes. RCRB refers to the net amount after

deducting accumulated depreciation and amortization.

5 A.A.C. R14-2-103(A)(3)(n).

® RS Means Construction Publishers and Consultants, 63 Smiths Lane, Kingston, MA
02364-0800,
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PLEASE EXPLAIN THE BASIS FOR DETERMINING THE RCRB.
The RCN for all PIS is summarized on Schedule B-4 from the results of an
engineering study prepared by NCS Engineers. Schedule B-4 also reflects
miscellaneous plant items like office furniture and equipment, communications
equipment, laboratory equipment, etc. at original cost. These plant items were not
restated to an RCN basis because the net book value of the miscellaneous plant is
insignificant (only about $10,000). The Schedule B-4 RCN plant is then
summarized on Schedule B-3, page 3.
HAVE YOU PREPARED SCHEDULES SHOWING ADJUSTMENTS TO
THE RCRB?
Yes. Schedule B-3 shows adjustments to the RCRB cost rate base proposed by
Liberty EDO. Schedule B-3, pages 2 through 7, provides the supporting
information.

3. PIS and A/D.
PLEASE DISCUSS THE PIS ADJUSTMENTS.
B-3 adjustment number 1, as shown on Schedule B-3, page 2, adjusts RCN PIS.
There are two RCN PIS adjustments included in Adjustment 1. These are shown on
Schedule B-3, page 3, and are labeled as adjustments “A” and “B.”

Adjustment “B” of B-3 adjustment number 1 increases RCN PIS for allocated
corporate plant totaling $27,309.

Adjustment “B” of B-3 adjustment number 1 reduces RCN PIS for plant held
for future use by $335,023.
PLEASE DISCUSS THE A/D ADJUSTMENTS.
B-3 adjustment number 2, as shown on Schedule B-3, page 2, adjusts RCN A/D.
There are two RCN A/D adjustments included in Adjustment 2. These are shown

on Schedule B-3, page 4, and are labeled as adjustments “A” and “B.”

10
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Adjustment “B” of B-3 adjustment number 2 increases RCN A/D for
allocated corporate plant totaling $4,101.

Adjustment “B” of B-3 adjustment number 2 reduces RCN A/D for plant held
for future use totaling $154,349.

HOW WAS THE RCN A/D BALANCE DETERMINED BEFORE MAKING
AN ADJUSTMENT FOR CORPORATE PIS AND PLANT HELD FOR
FUTURE USE?

A/D reported on a RCN basis was computed by multiplying the corresponding
original cost A/D balance by a ratio, the numerator of which is gross RCN plant, and
the denominator of which is gross original cost RCN plant. Schedule B-4 shows the
computation of A/D reported on an RCN basis. RCN A/D is then summarized on
Schedule B-3, page 4 and adjusted for corporate PIS and plant held for future use.
WHAT ABOUT THE OTHER COMPONENTS OF RCRB?

AIAC, CIAC, and A.A. reported on an RCN basis was computed by multiplying the
original cost CIAC balance by a ratio, the numerator of which is gross RCN plant,
and the denominator of which is gross original cost plant. The details of the
computations are shown on Schedule B-3, pages 5 and 6.

ADIT reported on an RCN basis was computed by multiplying the original
cost ADIT balance by a ratio, the numerator of which is RCRB before ADIT, and
the denominator of which is OCRB before ADIT.

All other rate base elements such as customer deposits, prepayments and cash
working capital are reflected at original cost as these are already stated in current

dollars.

11
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a. CIAC and A.A.

PLEASE DISCUSS THE CIAC ADJUSTMENTS.
Adjustment number 3, shown on Schedule B-3, page 2, reflects CIAC and A.A. at

their reported RCN basis.
b. AIAC.

PLEASE DISCUSS THE AIAC ADJUSTMENTS.
Adjustment number 4, shown on Schedule B-3, page 2, reflects AIAC at its reported
RCN basis.
c. ADIT.
PLEASE DISCUSS THE ADIT ADJUSTMENT.
Adjustment number 5, shown on Schedule B-2, page 2, reflects the ADIT balance
at the reported RCN basis.
d. Cash Working Capital.
PLEASE DISCUSS THE AIAC ADJUSTMENTS.

Adjustment number 5, shown on Schedule B-3, page 2, reflects CWC at the reported
RCN basis.

4, Income Statement (C Schedules).
WOULD YOU EXPLAIN THE C SCHEDULES?

Schedule C-1, page 1 summarizes the test year actual and adjusted revenues and
expenses. Schedule C-1, page 2 shows the individual adjustments to the test year.
The following is a summary of adjustments shown on Schedule C-1, pages 2.1 and
2.2

Adjustment 1 annualizes depreciation expense. The proposed depreciation
rate for each component of utility plant is shown on Schedule C-2, page 2.
The depreciation rates approved in the last rate case were plant account specific.

The Company proposes to continue to use account specific rates on a going forward

12




1 basis.
2 Adjustment 2 increases the property taxes based on proposed revenues.
3 The details of the computation are shown on Schedule C-2, page 3.
4 Adjustment 3 shows the annual rate case expense estimated by the Company.
5 The Company estimates total rate case expense of $130,000. The Company proposes
6 that rate case expense be recovered over three years (or $43,333 annually). The three
7 year amortization period is consistent with the period of time it will take for the
8 Company to complete the phase in and collect the deferred revenues. It is also
9 reasonable to assume that the Company will have to file another rate case in the next
10 2-4 years given that this is its first ever rate case. This is also consistent with how
11 often Liberty generally tries to bring its operating utilities in for new rates.
12 | Q. THANK YOU. HOW WAS THE TOTAL RATE CASE EXPENSE AMOUNT
13 DETERMINED?
14 | A. The $130,000 is an estimate based on the minimum cost to bring any utility to the
15 Commission for a rate case that includes preparing a direct filing, responding to and
16 conducting discovery, multiple rounds of prefiled testimony, a hearing and briefing.
17 This is also the Company’s first general rate case, and we have had to address the
18 prior owner’s failure to keep account of CIAC, the plant held for future use, and
19 develop a phase in of rates for the reasons explained by Mr. Garlick.” Given that,
20 lead counsel and I developed this estimated amount of rate case expense. Obviously,
21 we can only estimate the cost of a rate case at the outset, and we can revisit this
22 amount if circumstances differ from our expectations, making the rate case cost more
23 or less than the estimate.
24
25
26 | 7 Garlick Dt. at 10-12, 15-17.
N Eortssount Cotmamsne
13
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OKAY, PLEASE CONTINUE WITH YOUR DISCUSSION OF THE
EXPENSE ADJUSTMENTS.

Adjustment 4 annualizes revenues to the year-end number of customers and reduces
revenues by $1,470. The annualization of revenues is based on the number of
customers at the end of the test year, compared to the actual number of customers
during each month of the test year. Average revenues per customer by month were
computed for the test year and then multiplied by the increase (or decrease) in
number of customers for each month of the test year. The total of the monthly
revenue change comprises the revenue annualization.

Adjustment 5 increases Contractual Services — Professional by $3,882 to
reflect a true-up of test-year allocated corporate non-labor costs. Those corporate
costs are incurred by entities in the Liberty Utilities and Algonquin Power & Utilities
Corp. family of companies in providing necessary and useful services to Liberty
EDO and other regulated utilities. The true-up includes removing expenses for
which the Company is not seeking recovery from ratepayers. William Killeen,
Liberty Utilities’ Director of Regulatory Strategy, explains Liberty Ultilities’
corporate cost allocation methodologies and Cost Allocation Manual in more detail
in his direct testimony.

Adjustment 6 increases Contractual Services — Professional by $1,135 for
allocated corporate labor expected wages increases in 2016 and 2017.

Adjustment 7 adjusts interest expense to reflect interest synchronization with
rate base.

Adjustment 8 reflects income taxes based upon the Company adjusted test

y€ar revenues and expenses.
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1 5. Rate Design (H Schedules).
21 Q. WHAT ARE LIBERTY EDO’S PRESENT RATES FOR WASTEWATER
3 SERVICE?
4 1 A. The present rates are set forth on Schedule H-3, pages 1 through 3.
51 Q. WHAT ARE LIBERTY EDO’S PROPOSED RATES FOR WASTEWATER
6 SERVICE?
71 A The proposed rates are set forth on Schedule H-3, pages 1 through 3.
8 | Q. IS LIBERTY EDO PROPOSING CHANGES TO THE BASIC RATE
9 DESIGN?
10 | A. No, although the Company is proposing to phase in the rate increases for the reasons
11 explained in Mr. Garlick’s direct testimony.®
12 1 Q. HOW WOULD THIS PHASE IN WORK?
13 | A.  The Company proposes that 70 percent of the rate increase be implemented in the
14 first year, and then 100 percent of the rate increase would be implemented in the
15 second year. In the third year, the Company proposes a surcharge to recover the
16 deferred revenues from the phase in period, plus interest. The following sets forth
17 the proposed rates and surcharges for the three year period:
18 Current Year 1 Year 2 Year 3 Year 4
Rates Rates Rates Rates Rates
19 Monthly Charge -
Residential $ 70.00 $70.00 $114.61 $133.74 $133.74
20 Increase in Rate 44.61 19.12
Surcharge 21.76
21 Total Monthly Charge  $ 70.00  $11461  $133.74 _ $155.50 $133.74
2 % Increase Yr. over Yr. 63.74% 16.68%  16.27% -16.27%
23 | Q. HAVE YOU PREPARED AN EXHIBIT SHOWING THE COMPUTATION
24 OF THE SURCHARGE?
25 | A. Yes. Attached as Exhibit TIB- DT2 is a schedule showing the computation of the
26 | ® Garlick Dt. at 15-17.
SHAPIRO LAW FIRM
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1 surcharge.
21 Q. WHY DID YOU INCLUDE AN INTEREST COMPONENT AND WHAT
3 RATE DID YOU USE?
4 1 A. I'used the FVROR of 6.92 percent.
51 Q  ARE THERE ANY PROPOSED CHANGES TO THE LIBERTY EDO
6 MISCELLANEOUS CHARGES?
71 A Yes. Notably, the Company is proposing to: 1) reduce the Establishment Charge
8 from $30 to $25; 2) eliminate the Establishment charge (after hours) and add an After
9 Hours Service charge of $50 for all service performed after hours (the After Hours
10 Service Charge would be in addition to the regular hours service charge); and 3)
11 change the Reconnection (delinquent) charge from $60 to the actual cost of physical
12 disconnection.
13 a. 'ﬂrchased Power Adjuster Mechanism and Property Tax
14 Adjuster Mechanism.
15 | Q.  PLEASE DISCUSS THE COMPANY PROPOSED PPAM AND PTAM.
16 | A As discussed by Mr. Garlick in his direct testimony, the Company is seeking
17 Commission approval of two adjuster mechanisms: 1) a Purchased Power Adjuster
18 Mechanism (“PPAM™); and 2) a Property Tax Adjuster Mechanism (“PTAM?™).°
19 The PPAM allows Liberty EDO to increase rates in order to recover increases in
20 purchased power costs resulting from increases in the rates charged by Arizona
21 Public Service, our electric utility provider. The PTAM would allow rates to adjust,
22 up or down, based on changes in the property tax rate and/or assessment ratios.
23 1 Q. HOW WOULD THE PPAM WORK?
24 1 A The PPAM isolates changes in purchased power cost that is due exclusively to a rate
25
26 | ° See Garlick Dt. at 13-15.
Aot Comrago
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change beyond the control of the Company. The increases/decreases in power costs
will be allocated on a per customer basis and passed-through to the customer as a
separate line item on the customer bill. The PPAM Plan of Administration (“POA™),
attached to the Application as Attachment 3, outlines the implementation and filing
requirements as well as how the surcharge will be computed. The form of the PPAM
proposed by the Company is consistent with the form of PPAM approved in Decision
No. 74437 (April 18, 2014) for Liberty Utilities (Litchfield Park Water & Sewer)
Corp.

HOW WOULD THE PTAM WORK?

The PTAM isolates changes in property taxes that are due to assessment ratio and
rate charges that are beyond the control of the Company. The increases/decreases in
property taxes will be allocated on a per customer basis and passed-through to the
customer as a separate line item on the customer bill. The PTAM POA, attached to
the Application as Attachment 4, outlines the implementation and filing
requirements as well as how the surcharge will be computed.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY ON RATE BASE,
INCOME STATEMENT AND RATE DESIGN?

Yes.

17
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RESUME OF THOMAS J. BOURASSA, CPA
EDUCATIONAL BACKGROUND

B.S. Northern Arizona University Chemistry/Accounting (1980)

M.B.A. University of Phoenix with Emphasis in Finance (1991)

C.P.A. State of Arizona (1995)

Continuing Professional Education — In areas of tax, accounting, management,
economics, finance, business valuation, consulting, and ethics (80 hrs every two years)

MEMBERSHIPS

Arizona Society of CPAs

Water Utilities Association of Arizona
American Water Works Association
Society of Regulatory Financial Analysts

EMPLOYMENT EXPERIENCE

1995 — Present CPA - Self Employed
Consultant to utilities on regulatory matters including all aspects of
rate applications (rate base, income statement, cost of capital, cost
of service, and rate design), rate reviews, certificates of
convenience and necessity (CC&N), CC&N extensions, financing
applications, accounting order applications, and off-site facilities
hook-up fee applications. Provide expert testimony as required.

Consult on various aspects of business, financial and accounting
matters including best business practices, generally accepted
accounting principles, generally accepted ratemaking principles,
project analysis, cash flow analysis, regulatory treatment of certain
expenditures and investments, business valuations, and rate
reviews.

Litigation support services.

1992-1995 Employed by High-Tech Institute, Phoenix, Arizona as Controller
and C.F.O.
1989-1992 Employed by Alta Technical School, a division of University of

Phoenix as Division Controller.

1985-1989 Employed by M.L.R. Builders, Tampa and Pensacola, Florida as
Operations/Accounting Manager

1982-1985 Employed by and part owner in Area Sand and Clay Company,
Pensacola, Florida.
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1981-1982 Employed by Purdue University, West Lafayette, Indiana as
Teaching Assistant.
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SUMMARY OF REGULATORY WORK EXPERIENCE AS SELF EMPLOYED

CONSULTANT

COMPANY/CLIENT
Tierra Buena Water Company
ACC Docket No. W-02076A-15-013

Red Rock Utilities, LLC
ACC Docket No. W-04245A-14-0295

Quail Creek Water Company
ACC Docket No. W-02514A-14-0370

Tonto Basin Water Company
ACC Docket No. W-03515A-14-0310

Navajo Water
ACC Docket No. W-03511A-14-304

Alaska Power Company
Regulatory Commission of Alaska
Docket No. U-14-002

Anchorage Municipal Light & Power
Regulatory Commission of Alaska
Docket No. U-13-184

Liberty Utilities (Pine Bluff) Inc.
Arkansas Public Service Commission
Docket No. 14-020-U

Abra Water Company

FUNCTION
Permanent Rate Application — Water.
Assisted in preparation of short-form
schedules.

Permanent Rate Application — Water and
Wastewater. Prepared schedules and
testified on Rate Base, Plant, Income
Statement, Revenue Requirement, Rate
Design, and Cost of Capital.

Permanent Rate Application — Water.
Prepared schedules and testified on Rate
Base, Plant, Income Statement, Revenue
Requirement, Rate Design, and Cost of
Capital.

Permanent Rate Application — Water.
Prepared short-form schedules for Rate
Base, Income Statement, Plant, Bill
Counts, and Rate Design.

Permanent Rate Application — Water.
Prepared short-form schedules for Rate
Base, Income Statement, Plant, Bill
Counts, and Rate Design.

Prepared schedules and testified on cost of
capital.

Prepared schedules and testified on cost of
capital.

Permanent Rate Application — Prepared
schedules and testified on Rate Base,
Plant, Income Statement, Revenue
Requirement, Cost of Service, Rate
Design, and Cost of Capital.

Permanent Rate Application — Prepared
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COMPANY/CLIENT
ACC Docket No. W-01782A-14-0084

EPCOR Water Arizona, Inc.
ACC Docket No. W-01303A-14-0010

Liberty Utilities (Midstates Natural Gas),
Inc.

Missouri Public Service Commission
Case No. GR-2014-0152

Hydro Resources, LLC.
ACC Docket No. W-20770A-13-0313

Little Park Water Company
ACC Docket No. W-02192A-13-0336

Utility Source, LLC.
ACC Docket No. WS-04235A-13-0331

Payson Water Company
ACC Docket No. W-03514A-13-0111
ACC Docket No. W-03514A-13-0142

Goodman Water Company

FUNCTION

schedules and testified on Rate Base,
Plant, Income Statement, Revenue
Requirement, Rate Design, and Cost of
Capital.

Permanent Rate Application — Prepared
rate designs and cost of Service studies for
Mohave Water District, Mohave
Wastewater District, Paradise Valley
Water District, Tubac Water District, and
Sun City Water District.

Permanent Rate Application — Assist in
preparing required rate application
schedules for Rate Base, Plant, Income
Statement, Revenue Requirement, and
Rate Design.

Certificate of Convenience and Necessity
— Water. Prepared pro-forma balance
sheets, income statements, plant
schedules, rate base, and initial rates.

Permanent Rate Application — Water.
Prepared short-form schedules for Rate
Base, Income Statement, Plant, Bill
Counts, and Rate Design.

Permanent Rate Application — Water and
Sewer. Prepared schedules and testified
on Rate Base, Plant, Income Statement,
Revenue Requirement, Rate Design, and
Cost of Capital.

Permanent Rate Application — Water.
Prepared schedules and testified on Rate
Base, Plant, Income Statement, Revenue
Requirement, Rate Design, and Cost of
Capital.

Financing Application. Prepared financial
ratios and debt surcharge mechanism.

Valuation
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COMPANY/CLIENT
Verde Santa Fe Wastewater
ACC Docket No. SW-03437A-13-0292

Lago Del Oro Water Company
ACC Docket No. W-01944A-13-0215

Chaparral City Water Company
ACC Docket No. W-02113A-13-0118

Las Quintas Serenas Water Company
ACC Docket No. W-01583A-13-0117

Southwest Environmental Utilities. Inc.
ACC Docket No. WS-20878A-13-0065

Litchfield park Service Company
ACC Docket No. SW-01428A-13-0043
ACC Docket No. W-01428A-13-0042

Beaver Dam Water Company
ACC Docket No. WS-03067A-12-0232

Rio Rico Utilities

ACC Docket No. WS-02676A-12-0196

Vail Water Company
ACC Docket No. W-01651B-12-0339

FUNCTION

Permanent Rate Application — Sewer.
Prepared schedules and testified on Rate
Base, Plant, Income Statement, Revenue
Requirement, Rate Design, and Cost of
Capital.

Permanent Rate Application — Water.
Prepared schedules and testified on Rate
Base, Plant, Income Statement, Revenue
Requirement, Cost of Service, Rate
Design, and Cost of Capital.

Permanent Rate Application — Prepared
and testified on cost of service study.

Permanent Rate Application — Water.
Prepared schedules and testified on Rate
Base, Plant, Income Statement, Revenue
Requirement, Rate Design, and Cost of
Capital.

Certificate of Convenience and Necessity
~ Water and Wastewater. Prepared pro-
forma balance sheets, income statements,
plant schedules, rate base, and initial rates.

Permanent Rate Application — Water and -
Sewer. Prepared schedules and testified
on Rate Base, Plant, Income Statement,
Revenue Requirement, Rate Design, Cost
of Service, and Cost of Capital.

Permanent Rate Application. Prepared
schedules on Plant, Income Statement,
Revenue Requirement, and Rate Design.

Permanent Rate Application — Water and
Sewer. Prepared schedules and testified
on Rate Base, Plant, Income Statement,
Revenue Requirement, Cost of Service,
Rate Design, and Cost of Capital.

Permanent Rate Application. Prepared
schedules and testified on Rate Base,
Plant, Income Statement, Revenue
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COMPANY/CLIENT

Avra Water Co-Op.
ACC Docket No. W-02126A-11-0480

Pima Utility Company
ACC Docket No. W-02199A-11-0329
ACC Docket No. SW-02199A-11-0330

Liberty Utilities (CALPECO Electric),
LLC)
Docket No. 11202020

Livco Water Company
ACC Docket No. SW-02563A-11-0213

Orange Grove Water Company
ACC Docket No. W-02237A-11-0180

Goodman Water Company
ACC Docket No. W-02500A-10-0382

Doney Park Water
ACC Docket No. W-01416A-10-0450

Grimmelmann, et. al. v. Pulte Home

Corporation, et. al., case no. CV-08-1878-
PHX-FJM, the United States District Court

FUNCTION
Requirement, Cost of Service, Rate
Design, and Cost of Capital.

Permanent Rate Application. Prepared
schedules and testified on Rate Base,
Plant, Income Statement, Revenue
Requirement, Cost of Service, Rate
Design, and Cost of Capital.

Permanent Rate Application — Water and
Sewer. Prepared schedules and testified
on Rate Base, Plant, Income Statement,
Revenue Requirement, Cost of Service,
Rate Design, and Cost of Capital.

Work on financing application.

Work on preparation of permanent rate
application. Prepared schedules on Rate
Base, Plant, Income Statement, Revenue
Requirement.

Permanent Rate Application — Water and
Sewer. Prepared short-form schedules for
Rate Base, Income Statement, Plant, Bill
Counts, and Rate Design.

Permanent Rate Application. Prepared
schedules on Plant, Income Statement,
Revenue Requirement, and Rate Design.

Permanent Rate Application — Water.
Prepared schedules and testified on Rate
Base, Plant, Income Statement, Revenue
Requirement, Rate Design, and Cost of
Capital.

Permanent Rate Application — Water.
Prepared schedules and testified on Rate
Base, Plant, Income Statement, Revenue
Requirement, and Rate Design.

Consultant to defendant and expert
witness for defendant on rates and
ratemaking.
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COMPANY/CLIENT
for the District of Arizona.

Southern Arizona Home Builders
Association

H20 Water Company
Tierra Linda HOA Water Company

Las Quintas Serenas Water Company
ACC Docket No. W-01583A-09-0589

Coronado Utilities
ACC Docket No. SW-04305A-09-0291

Little Park Water Company
ACC Docket No. W-02192A-09-0531

Sahuarita Water Company
ACC Docket No. W-03718A-09-0359

Bella Vista Water Company

Southern Sunrise Water Company
Northern Sunrise Water Company
ACC Docket No. W-02465A-09-0414
ACC Docket No. W-02453A-09-0414
ACC Docket No. W-02454A-09-0414

Rio Rico Utilities, Inc
ACC Docket No. WS-02676A-09-0257

FUNCTION

Consultant on ratemaking aspects to line
extension policies (electric).

Valuation
Valuation

Permanent Rate Application — Water.
Prepared schedules and testified on Rate
Base, Plant, Income Statement, Revenue
Requirement, Rate Design, and Cost of
Capital.

Permanent Rate Application —
Wastewater. Prepared schedules and
testified on Rate Base, Plant, Income
Statement, Revenue Requirement, Rate
Design, and Cost of Capital.

Permanent Rate Application. Prepared
schedules on Plant, Income Statement,
Revenue Requirement, and Rate Design.

Permanent Rate Application — Water.
Prepared schedules and testified on Rate
Base, Plant, Income Statement, Revenue
Requirement, Rate Design, Cost of
Service, and Cost of Capital.

Permanent Rate Application — Water.
Prepared schedules and testified on Rate
Base, Plant, Income Statement, Revenue
Requirement, Rate Design, Cost of
Service, and Cost of Capital.

Permanent Rate Application — Water and
Sewer. Prepared schedules and testified
on Rate Base, Plant, Income Statement,
Revenue Requirement, Rate Design, and
Cost of Capital.
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COMPANY/CLIENT

Litchfield park Service Company

ACC Docket No. SW-01428A-09-0103
ACC Docket No. W-01428A-09-0104

Town of Thatcher v. City of Safford, CV
2007-240, Superior Court of Arizona

Valencia Water Company
California Public Utility Commission Case
No. 09-05-002

Valley Utilities
ACC Docket No. W-01412A-08-0586

Black Mountain Sewer Company
ACC Docket No. SW-02361A-08-0609

Far West Water and Sewer Company
ACC Docket No. WS-03478A-08-0608

Farmers Water Company
ACC Docket No. W-01654A-08-0502

Far West Water and Sewer Company
ACC Docket No. WS-03478A-08-0454

Ridgeline Water Company, LLC
ACC Docket No. W-20589A-08-0173

FUNCTION
Permanent Rate Application — Water and
Sewer. Prepared schedules and testified
on Rate Base, Plant, Income Statement,
Revenue Requirement, Rate Design, Cost
of Service, and Cost of Capital.

Consultant to plaintiff on ratemaking and
cost of service.

Cost of Capital

Permanent Rate Application. Prepared
schedules and testified on Rate Base,
Plant, Income Statement, Revenue
Requirement, and Rate Design.

Permanent Rate Application — Sewer.
Prepared schedules and testified on Rate
Base, Plant, Income Statement, Revenue
Requirement, Rate Design, and Cost of
Capital.

Interim Rate Application (Emergency
Rates)

Permanent Rate Application. Prepared
schedules and testified on Rate Base,
Plant, Income Statement, Revenue
Requirement, and Rate Design.

Permanent Rate Application. Sewer.
Prepared schedules and testified on Rate
Base, Plant, Income Statement, Revenue
Requirement, Rate Design and Cost of
Capital.

Certificate of Convenience and Necessity
— Water. Prepared pro-forma balance
sheets, income statements, plant
schedules, rate base, financing, and intitial
rates.
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COMPANY/CLIENT
Sacramento Ultilities, Inc.
ACC Docket No. SW-20576A-08-0067

Johnson Utilities
ACC Docket No. WS-02987A-08-0180

Orange Grove Water Company
ACC Docket No. W-02237A-08-0455

Far West Water and Sewer Company
ACC Docket No. WS-03478A-07-0442

Oak Creek Water No.1
ACC Docket No. W-01392A-07-0679

ICR Water Users Association
Docket W-02824-07-0388

Johnson Utilities

H20, Inc
ACC Docket No. W-02234A-07-0550

Chaparral City Water Company
ACC Docket No. W-02113A-07-0551

FUNCTION
Certificate of Convenience and Necessity
— Wastewater. Prepared pro-forma
balance sheets, income statements, plant
schedules, rate base, and financing.

Permanent Rate Application. Water and
Sewer. Prepared schedules and testified
on Rate Base, Plant, Income Statement,
Revenue Requirement, Rate Design and
Cost of Capital.

Participate in 40-252 proceeding.

Permanent Rate Application. Prepared
schedules on Plant, Income Statement,
Revenue Requirement, and Rate Design.

Financing Application. Prepare schedules
to support application.

Permanent Rate Application. Prepared
schedules and testified on Rate Base,
Plant, Income Statement, Revenue
Requirement, and Rate Design.

Permanent Rate Application. Prepared
schedules and testified on Rate Base,
Plant, Income Statement, Revenue
Requirement, and Rate Design.

Valuation consultant in the matter of the
sale of Johnson Utilities assets to the
Town of Florence.

Permanent Rate Application. Prepared
schedules and testified on Rate Base,
Plant, Income Statement, Revenue
Requirement, Rate Design, and Cost of
Capital.

Permanent Rate Application. Prepared
schedules and testified on Rate Base, Plant,
Income Statement, Revenue Requirement,
Rate Design, and Cost of Capital.
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COMPANY/CLIENT
Valley Utilities
ACC Docket No. W-01412A-07-0561

Valley Utilities
ACC Docket No. W-01412A-07-280

Valley Utilities
ACC Docket No. W-01412A-07-0278

Litchfield Park Service Company
ACC Docket No. W-01427A-06-0807

Golden Shores Water Company
ACC Docket No. W-01815A-07-0117

Diablo Village Water Company
ACC Docket No. W-02309A-07-0140

Diablo Village Water Company
ACC Docket No. W-02309A-07-0399

Sahuarita Water Company
(Rancho Sahuarita Water Co.)
ACC Docket No. W-03718A-07-0687

Utility Source, L.L.C.
ACC Docket No. WS-04235A-06-0303

FUNCTION
Financing Application. Prepare schedules
to support application.

Emergency Rate Application. Prepare
schedules to support application.

Accounting Order. Assist in preparing
definition and scope of costs for deferral
for future regulatory consideration and
treatment.

Accounting Order. Assist in preparing
definition and scope of costs for deferral
for future regulatory consideration and
treatment.

Permanent Rate Application. Water.
Prepared schedules and testified on Rate
Base, Plant, Income Statement, Revenue
Requirement, Rate Design, and Cost of
Capital.

Off-site facilities hook-up fee application.
Prepare schedules to support application.

Permanent Rate Application (Class C).
Water. Prepared schedules and testified
on Rate Base, Plant, Income Statement,
Revenue Requirement, Rate Design, and
Cost of Capital.

Extension Certificate of Convenience and
Necessity — Water. Prepared pro-forma
balance sheets, income statements, plant
schedules, rate base, and financing.

Permanent Rate Application- Water and
Wastewater. Prepared schedules and
testified on Rate Base, Plant, Income
Statement, Revenue Requirement, Rate
Design, and Cost of Capital.
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COMPANY/CLIENT
Tierra Buena Water Company

Goodman Water Company
ACC Docket No. W-02500A-06-0281

Links at Coyote Wash Utilities
ACC Docket No. SW-04210A-06-0220

New River Utilities
ACC Docket No. W-0173A-06-0171

Johnson Utilities
ACC Docket No. WS-02987A-04-0501
Docket WS-02987A-04-0177

Bachmann Springs Utility
ACC Docket No. WS-03953A-07-0073

Avra Water Cooperative
ACC Docket No. W-02126A-06-0234

Gold Canyon Sewer Company
ACC Docket No. SW-025191A-06-0015

State of Arizona v. Far West Water and
Sewer, No. 1 CA-CR 06-0160

Far West Water and Sewer Company

FUNCTION

Valuation of Tierra Buena Water
Company for estate purposes.

Permanent Rate Application (Class C).
Water. Prepared schedules and testified
on Rate Base, Plant, Income Statement,
and Cost of Capital.

Certificate of Convenience and Necessity
— Sewer. Prepared pro-forma balance
sheets, income statements, plant
schedules, rate base, financing, and initial
rate design.

Extension Certificate of Convenience and
Necessity — Water. Prepared pro-forma
balance sheets, income statements, plant
schedules, rate base, and financing.

Extension of Certificate of Convenience
and Necessity — Sewer. Prepared pro-
forma balance sheets, income statements,
plant schedules, rate base, financing, and
initial rate design.

Permanent Rate Application — Water and
Sewer. Prepared short-form schedules for
Rate Base, Income Statement, Plant, Bill
Counts, and Rate Design.

Permanent Rate Application — Water.
Prepared schedules and testified on Rate
Base, Plant, Income Statement, Revenue
Requirement, and Rate Design.

Permanent Rate Application — Sewer.
Prepared schedules and testified on Rate
Base, Plant, Income Statement, Revenue
Requirement, Rate Design, and Cost of
Capital.

Expert witness on behalf of defendant in
penalty phase of case.
Permanent Rate Application — Sewer.
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COMPANY/CLIENT
ACC Docket No. WS-03478A-05-0801

Black Mountain Sewer Company
ACC Docket No. SW-02361A-05-0657

Balterra Sewer Company
ACC Docket No. SW-02304A-05-0586

Community Water Company of Green
Valley
ACC Docket No. W-02304A-05-0830

McClain Water Systems
Northern Sunrise Water

Southern Sunrise Water
ACC Docket No. W-020453A-06-0251

Valley Utilities Water Company
ACC Docket No. W-01412A-04-0376

Valley Utilities Water Company
ACC Docket No. W-01412A-04-0376

Beardsley Water Company
ACC Docket No. W-02074A-04-0358

Pine Water Company, Inc.
ACC Docket No. W-03512A-03-0279

FUNCTION

Prepared schedules and testified on Rate
Base, Plant, Income Statement, Revenue
Requirement, Rate Design, and Cost of
Capital.

Permanent Rate Application — Sewer.
Prepared schedules and testified on Rate
Base, Plant, Income Statement, Revenue
Requirement, Rate Design, and Cost of
Capital.

Certificate of Convenience and Necessity
— Sewer. Prepared pro-forma balance
sheets, income statements, plant
schedules, rate base, financing, and initial
rate design.

Permanent Rate Application — Water.
Prepared schedules and testified on Rate
Base, Plant, Income Statement, Revenue
Requirement, and Rate Design.

Certificate of Convenience and Necessity
— Water. Prepared pro-forma balance
sheets, income statements, plant
schedules, rate base, financing, and initial
rate design.

Off-site facilities hook-up fee application.
Prepare schedules to support application.

Permanent Rate Application — Water.
Prepared schedules and testified on Rate
Base, Plant, Income Statement, and
Revenue Requirement. Assisted in
preparation of Rate Design.

Permanent Rate Application — Water.
Prepared short-form schedules for Rate
Base, Income Statement, Plant, Bill
Counts, and Rate Design.

Interim and Permanent Rate Application,
Financing Application - Water. Prepared
schedules and testified on Rate Base,
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COMPANY/CLIENT

Chaparral City Water Company
ACC Docket No. W-02113A-04-0616

Tierra Linda Home Owners Association
ACC Docket No. W-0423A-04-0075

Diamond Ventures - Red Rock Utilities
ACC Docket No. WS-04245A-04-0184

Arizona-American Water Company, Inc.

ACC Docket No. WS-01303A-02-0867
ACC Docket No. WS-01303A-02-0868
ACC Docket No. WS-01303A-02-0869
ACC Docket No. WS-01303A-02-0870
ACC Docket No. WS-01303A-02-0908

Bella Vista Water Company, Inc.
ACC Docket No. W-02465A-01-0776

Green Valley Water Company
Docket (2000 Not Filed)

Gold Canyon Sewer Company
ACC Docket No. SW-02519A-00-0638

FUNCTION

Plant, Income Statement, Cost of Capital,
and Rate Design.

Permanent Rate Application. Prepared
schedules and testified on Rate Base,
Plant, and Income Statement. Assisted in
preparation Rate Design.

Certificate of Convenience and Necessity
— Water. Prepared pro-forma balance
sheets, income statements, plant
schedules, rate base, financing, and initial
rate design.

Certificate of Convenience and Necessity
— Water and Sewer. Prepared pro-forma
balance sheets, income statements, plant
schedules, rate base, financing, and initial
rate design.

Permanent Rate Application Water and
Sewer (10 divisions). Prepared schedules
and testimony on Rate Base, Plant,
Income Statement, and Revenue
Requirement. Assisted in preparation of
Rate Design.

Permanent Rate Application - Water.
Prepared schedules and testimony on Rate
Base, Plant, Income Statement, and
Revenue Requirement. Assisted in
preparation of Cost of Capital and Rate
Design.

Permanent Rate Application. Prepared
schedules and testimony on Rate Base,
Plant, Income Statement, and Revenue
Requirement. Assisted in preparation of
Cost of Capital and Rate Design.

Permanent Rate Application - Sewer.
Prepared schedules and testimony on Rate
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COMPANY/CLIENT

Rio Verde Utilities, Inc.
ACC Docket No. WS-02156A-00-0321

Livco Water Company
Livco Sewer Company
ACC Docket No. SW-02563A-05-0820

Livco Water Company
ACC Docket No. SW-02563A-07-0506

Cave Creek Sewer Company

Avra Water Cooperative
ACC Docket No. W-02126A-00-0269

Town of Oro Valley
Far West Water Company

ACC Docket No. WS-03478A-99-0144

MHC Operating Limited Partnership
Sedona Venture Wastewater
ACC Docket No. W-

Vail Water Company

FUNCTION
Base, Plant, Revenue Requirement, and
Income Statement. Assisted in
preparation of Cost of Capital and Rate
Design.

Permanent Rate Application — Water and
Sewer. Prepared schedules and testimony
on Rate Base, Plant, Revenue Requirement,
and Income Statement. Assisted in
preparation of Cost of Capital and Rate
Design.

Permanent Rate Application — Water.
Prepared short-form schedules for Rate
Base, Income Statement, Plant, Bill
Counts, and Rate Design.

Permanent Rate Application — Water and
Sewer. Prepared short-form schedules for
Rate Base, Income Statement, Plant, Bill
Counts, and Rate Design.

Revenue Requirement, Rate Adjustment
and Rate Design - Sewer.

Permanent Rate Application — Water.
Assisted in preparation of Rate Base, Plant,
Income Statement, Revenue Requirement,
and Rate Design.

Revenue Requirements, Water Rate
Adjustments and Rate Design.

Permanent Rate Application — Water.
Assisted in preparation of schedules for
Rate Base, Income Statement, Revenue
Requirement, Lead-Lag Study, Cost of
Capital, and Rate Design.

Permanent Rate Application — Sewer.
Assisted in preparation of schedules for
Rate Base, Plant, Income Statement, and
Rate Design.

Permanent Rate Application. Assisted in

Exhibit TIB-1
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COMPANY/CLIENT
ACC Docket No. W-01651B-99-0406

E&T Water Company
ACC Docket No. W-01409A-95-0440

New River Utility
ACC Docket No. W-01737A-99-0633

Golden Shores Water
ACC Docket No. W-01815A-98-0645

Ponderosa Utility Company
ACC Docket No. W-01717A-99-0572

Chaparral City Water Company
Docket (1999 Not Filed)

FUNCTION
preparation of schedules for Rate Base,
Plant, Income Statement, and Rate Design.

Permanent Rate Application - Water.
Assisted in preparation of schedules for
Rate Base, Plant, Income Statement, and
Rate Design.

Permanent Rate Application - Water.
Assisted in preparation of schedules for
Rate Base, Plant, Income Statement, and
Rate Design.

Permanent Rate Application — Water.
Assisted in preparation of schedules for
Rate Base, Plant, Income Statement, and
Rate Design.

Permanent Rate Application — Water.
Assisted in preparation of schedules for
Rate Base, Plant, Income Statement, and
Rate Design.

Permanent Rate Application - Water.
Prepared schedules and testimony on Rate
Base, Plant, Revenue Requirement, and
Income Statement. Assisted in preparation
of Cost of Capital and Rate Design.

Exhibit TJB-1
Page 15 of 15




TJB-DT2




69¢
744
0Ll
18

Sereif
amjelnwwing

LR N Y N R TR W S RS

25B3.OU| %,

abieyd Ayuop fejoy
abieyang

ajey Ul aseady}
afireys Ayuoly

g ejdwes
9ge/lsi)= sswoysng sad abieyaing Ayuol

[21] = sanusnay sBueyains Ayjuopy
ey abIeyoIng jo UoNENduwios

[11]- [g1] pousd Aseraaas Buunp ssbieys jsaisiur tejol

2L x[z1) 1sasayu Buipnjour pajosyjos aq o} Junowe leyo)

(L1121 'z 01D Lind= suyuow Z4 1xau 1840 pajos|ion aq o} junowe Ayjuoy

[01] = pouad ur-aseyd pua J& 1sassjur Yym pajasloaun [ejo)

%000 %9291 %8991 %YL €9
vLEEL § 8p'ssl $ vLEEL $ L9yl $ 000L $
- SLIT
zi'6l [T:X44
PLEEL $ vleg $ LobiL $ 0002 $ 0002 $
[enuspiEay [EIEEER] [GIEEEr fenusprEsy JERspISay
flea)s €lea ) Zies ) | Jea A aung
[TNY4 $
80€'L $
ooz'e $
¥89'28 $
20€°2 $
S6Y'p9 $
S6v'va § €6E'sL § €68'2ey $
lo1] lsl Isl
18% $ ser've § €68'9L $ €69'Zey $ sTozTiz  §
8y $ oiove § ese'oL $ €L9'lIp $ szozziz
(414 § 625'€q § €6g'9L § esv'oee $ seozziz  §
629 $ 0s0'€g $ €6E'9L $ 2eT69E $ seozziz  §
-7 $ vis'ze $ €6g'os $ ziospe $ szozeiz  §
934 $ ooL'zg $ e6g'oL $ 26.'92¢ § szozEiz o §
91 $ 0£9L8 $ €6e'9L $ 25's0e $ szoeTiz ¢
g9y $ zol'ig § £6g'9L $ 15e'¥82 $ seoceiz ¢
So $ l69'08 $ esgoL $ lei'eoz $ szozziz 8
£o $ vezZ'og $ eeg'al $ LiE1yT $ szozTiz ¢
asy $ viL'eL $ €68'9L $ 18g'0zz $ T2z §
157 $ g6l $ €6g'9L $ 0lt'e6l $ sTozTTIT  $
SS¥ § Tog'sL $ €6€'9L $ 052'8Ll $ bS8yl g
9y $ is0'zL $ Lz0'0L $ 9g6e'cal $ LpsevL $
118 $ 8£e'gy $ 199'c9 $ Zvs'avl $ LivsEvL  §
§€€ $ peg'sg $ S62'25 § 889'cel $ L1'pS8'PL ¢
00 $ 89616 § 626'05 § eca'gll $ LivsevL 8
192 § Lve'sy $ €95ty $ 6.6'€0L $ LLvsevL §
Prad $ iss'ee $ o6i'9c $ szl'e8 $ LvsEvL §
oal $ o0z'ze § oeg'le $ 1L § LvSEYL  §
evt $ §89'6T § voy'sz $ Liv'es $ Lps8vL  §
L § 60Z'6) § 860'6) § €957y $ LvsEvL
¥L § 692 § LT $ 80L'6T $ LpsEvL §
18 $ 99’9 $ 99g's $ b8yl § LLpssvL  $
Jsaiau gim JSSIeNT o/ papeos Baipelos Uiy
pajosjiooun pajas)joauny aAlelnwwnD
3Aneinwwng 3AjEINWWNY

1 )0 | obed
nayxg

%26'9

%001
%02
022't2

LE6°6€S
£P9'¥SZ
897'192

pouad ui-aseyd jo pus je seouejeg

14
pr4
[£4
34
114
6l
8l
Ll
9l
Sl
¥i
€
<l
L
ol

TNOTWNON~OD

E=l
g
9|

=i

(uoisoe( Jod HOMAL) siEY IS8

1ayealay] - Z askeuyy
SUIOW Z) 1sit4 - | @seyd
Z1/z] aseasauj ajes Ayow jejo}

8SBAIOU| 8jRY JaRY SONUIASY BjBY JaMeS [8j0]
uoisios( Jad asealou| ajey Jemag
9SBAUIU| 910)ag ANUIAY BJEY JEMIS [€}0

uojjenaje) abieyaing ul-aseyq Jes Az
"diog (1amag 010 |aQ epesu) samn Auagn

12l
loz]
[61]
lat]
[24]

[91]
[s4]
[p1]
lell
[z1]
ftl

Iol
v}
3]
0




RATE BASE
SCHEDULES




No.
1
2
3
4
5
6
7
8
9

Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015
Computation of Increase in Gross Revenue
Requirements As Adjusted

Fair Value Rate Base

Adjusted Operating Income

Current Rate of Retum

Required Operating Income

Required Rate of Return on Fair Value Rate Base
Operating Income Deficiency

Gross Revenue Conversion Factor

Increase in Gross Revenue
Requirement

Adjusted Test Year Revenues

Increase in Gross Revenue Revenue Requirement
Proposed Revenue Requirement

% Increase

Customer
Classification
Residential

Revenue Annualization
Subtotal

Miscellaneous Revenues
Reconciling Amount
Rounding

Total of Water Revenues

SUPPORTING SCHEDULES:
B-1
C1
C-3
D-1
H-1

Exhibit

Schedule A-1
Page 1

Witness: Bourassa

$ 2,154,980

(25,409)

-1.18%

$ 149,085

6.92%

$ 174,495

1.4593

$ 254,643

$ 281,288

$ 254,643

$ 535,931

90.53%
Present Proposed Dollar Percent
Rates Rates Increase increase
281,190 § 537,213 § 256,023 91.05%
0.00%
(1,470) (2,808) (1,338) 91.05%
279,720 $ 534,405 $ 254,685 91.05%
1,575 1,575 - 0.00%
7) (49) (42) 600.00%
0.00%
281,288 § 535,931 % 254,643 90.53%




c
=]
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No.

tooo\lc)ox.hwm_;l

Liberty Utilities (Entrada Dei Oro Sewer) Corp.
Test Year Ended October 31, 2015
Summary of Results of Operations

Description
Gross Revenues

Revenue Deductions and
Operating Expenses

Operating Income

Other Income and
Deductions

Interest Expense
Net Income
Common Shares

Earned Per Average
Common Share

Dividends Paid

Dividends Per
Common Share

Payout Ratio

Return on Average
Invested Capital

Return on Year End
Capital

Return on Average
Common Equity

Return on Year End
Common Equity

Times Bond Interest Earned
Before Income Taxes

Times Total Interest and

Preferred Dividends Earned

After Income Taxes

SUPPORTING SCHEDULES

c-1
E-2
F-1

Exhibit

Schedule A-2
Page 1

Witness: Bourassa

Projected Year
Test Year Present Proposed
Prior Years Ended Actual Adjusted Rates Rates

12/31/2013 10/31/2014 10/31/2015 10/31/2015 12/31/2016 12/31/2016
$ 285094 $ 282,537 $ 282,758 §$ 281,288 $ 281,288 § 535,931
375,787 309,974 321,354 306,697 306,697 386,846
$ (90,692) $ (27,437) $ (38,596) $ (25,409) $ (25,409) $ 149,085
42 (72) (94) (22,606) (22,606) (22,606)
(64) (72) (94) (22,606) (22,606) (22,606)
$ (90,714) $ (27,581) $ (38,785 $ (70,621) $ (70,621) $ 103,874
1,000 1,000 1,000 1,000 1,000 1,000
(90.71) (27.58) (38.78) (70.62) (70.62) 103.87

- - 334,733 - - -

- - 334.73 - - -

- - (8.63) - - -
-2.70% -0.88% -1.33% -2.50% -2.55% 3.75%
-2.74% -0.94% -1.34% -2.50% -2.60% 3.82%
-2.73% -0.85% -1.27% -2.19% -2.48% 3.53%
-2.77% -0.85% -1.35% -2.21% -2.50% 3.46%
(1,425.98) (381) (408.90) (1.67) (1.67) 9.37
(1.424.33) (381) (408.90) (1.12) (1.12) 6.60




Liberty Utilities (Entrada Del Oro Sewer) Corp. Exhibit
Test Year Ended October 31, 2015 Schedule A-3

Summary of Capital Structure Page 1
Witness: Bourassa

Line Test Projected
No. Prior Years Ended Year Year

1 Description: 12/31/2013 10/31/2014 10/31/2015 12/31/2016
2

3 Short-Term Debt - - - -
3

4  Long-Term Debt - - - 848,454
5

6  Total Debt $ - $ - $ - $ 848,454
7

8

9 Preferred Stock - - - -
10

11 Common Equity 3,277,127 3,249,618 2,876,195 1,979,726
12

13

14  Total Capital & Debt $ 3,277,127 $§ 3249618 $ 2,876,195 $ 2,828,180
15

16

17 Capitalization Ratios:

18

19 Long-Term Debt 0.00% 0.00% 0.00% 30.00%
20

21 Total Debt 0.00% 0.00% 0.00% 30.00%
22

23

24 Preferred Stock - - - -
25

26 Common Equity 100.00% 100.00% 100.00% 70.00%
27

28

29  Total Capital 100.00% 100.00% 100.00% 100.00%
30

31

32 Weighted Cost of

33  Senior Capital 0.00% 0.00% 0.00% 1.05%
34

35

36

37

38

39

40

41

42

43

44

45 SUPPORTING SCHEDULES:

46 E-1

47 D-1

48

49

50
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Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015
Construction Expenditures
and Gross Utility Plant in Service

Prior Year Ended 12/31/2012
Prior Year Ended 12/31/2013
Test Year Ended 12/31/2014

Projected Year Ended 12/31/2015

SUPPORTING SCHEDULES:

B-2
E-5
F-3

Construction
Expenditures

6,543
45,622
98,674

31,396

Net Plant
Placed
in
Service

6,543
23,731
100,159

31,396

Exhibit

Schedule A-4
Page 1

Witness: Bourassa

Gross
Utility
Plant

in Service

4,159,114
4,182,845
4,283,004

4,314,400




Liberty Utilities (Entrada Del Oro Sewer) Corp.

Test Year Ended October 31, 2015
Summary Statements of Cash Flows

Exhibit
Scheduie A-5
Page 1

Witness: Bourassa
Prior Prior Test Projected Year
Year Year Year Present Proposed
Ended Ended Ended Rates Rates
12/31/2013 10/31/2014 10/31/2015 12/31/2016 12/31/2016
Cash Flows from Operating Activities
Net Income $ (90,651) $ (27,509) $ (38,690) $ (48,015) $ 126,479
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and Amortization 175,969 166,103 168,567 135,073 135,073
Other -Adjustments (11,876) (5,628) 11,057
Changes in Certain Assets and Liabilities:
Accounts Receivable 5,888 (1,370) (19,631)
Unbilled Revenues - - -
Materials and Supplies Inventory - - -
Prepaid Expenses 16,337 1,615 2,031
Deferred Charges - - -
Receivables/Payables to Associated Co. 1,328 (329,952) 297,521
Accounts Payable - - -
Intercompany payable - - -
Customer Meter Deposits 270 700 550
Taxes Payable 2,131 (13,908) 16,158
Other assets and liabilities (11,573) 8,855 18,383
Rounding (1) - (1)
Net Cash Flow provided by Operating Activities $ 87,823 $ (200,994) $ 455,945 $ 87058 $ 261,553
Cash Flow From Investing Activities:
Capital Expenditures (6,543) (45,622) (98,674) (31,396) (31,396)
Plant Held for Future Use - - -
Changes in debt reserve fund - - -
Net Cash Flows from Investing Activities $ (6,543) $ (45622) $ (98,674) % (31,396) § (31,396)
Cash Flow From Financing Activities
Change in Restricted Cash - - - - -
Proceeds from Long-Term Debt - - - - -
Net receipt of contributions in aid of construction - - - - -
Net receipts of advances in aid of construction - - - - -
Repayments of Long-Term Debt - - - - -
Distributions/Dividends Paid - - (334,733) (111,578) (111,578)
Deferred Financing Costs - - - - -
Paid in Capital 5,001 - - 1,667 1,667
Net Cash Flows Provided by Financing Activities $ 5001 % - $  (334,733) $ (109,911) $ (109,911)
Increase(decrease) in Cash and Cash Equivalents 86,281 (246,616) 22,538 (54,248) 120,247
Cash and Cash Equivaients at Beginning of Year 168,109 254,390 7,773 30,311 30,311
Cash and Cash Equivalents at End of Year 3 254,390 $ 7774 30,311 § (23,937) $ 150,558

SUPPORTING SCHEDULES:
E-3
F-2




Line

Liberty Utilities (Entrada Del Oro Sewer) Corp.

Test Year Ended October 31, 2015
Summary of Rate Base

Gross Utility Plant in Service
Less: Accumulated Depreciation

Net Utility Plant in Service

Less:
Advances in Aid of Construction

Contributions in Aid of Construction
Accumulated Amortization of CIAC

Customer Meter Deposits
Customer Security Deposits
Accumulated Deferred Income Tax

Plus:

Unamortized Finance
Charges
Prepayments
Materials and Supplies
Cash Working Capital

Total Rate Base

SUPPORTING SCHEDULES:
B-2
B-3
B-5

Exhibit

Schedule B-1
Page 1

Witness: Bourassa

Reconstruction
Cost New Less

Original Cost Depreciation Fair Value
Rate base Rate base Rate Base
$ 4,010,610 $ 6,522,612 5,266,611
1,369,249 1,920,523 1,644,886
$ 2,641,361 $ 4,602,089 3,621,725
1,013,352 1,522,616 1,267,984
(85,869) (155,486) (120,678)
2,360 2,360 2,360
214,584 405,292 309,938
16,048 16,048 16,048
(23,189) (23,189) (23,189)
$ 1,489,794 $ 2,820,167 2,154,980

RECAP SCHEDULES:
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46
47
48
49
50
51

Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015
Original Cost Rate Base Proforma Adjustments

Gross Utility
Plant in Service

Less:
Accumulated
Depreciation

Net Utility Plant
in Service

Less:
Advances in Aid of
Construction

Contributions in Aid of
Construction - Gross

Accumulated Amortization of CIAC

Customer Meter Deposits
Customer Security Deposits
Accumulated Deferred Income Tax

Plus:

Unamortized Finance
Charges

Prepayments

Materials and Supplies

Cash Working capital

Total

SUPPORTING SCHEDULES:
B-2, pages 2
E-1

$

Actual
at
End of
Test Year

4,283,004
1,515,859

2,767,145

2,360

16,048

2,780,833

Exhibit

Schedule B-2
Page 1

Witness: Bourassa

Adjusted
atend
Proforma of
Adjustment Test Year
(272,394) 4,010,610
(146,610) 1,369,249
2,641,361
1,013,352 1,013,352
(85,869) (85,869)
- 2,360
214,584 214,584
- 16,048
(23,189) (23,189)

1,489,794

RECAP SCHEDULES:
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Liberty Utilities (Entrada Del Oro Sewer) Corp. Exhibit 1

Test Year Ended October 31, 2015 Schedule B-2 |

Original Cost Rate Base Proforma Adjustments Page 3.2 |
Adjustment Number 1 - B Witness: Bourassa

Corporate Plant
1] [2] (3] [4] = [1]q2]3]
Liberty Allocated

Acct. Orginal Utilities EDO Orginal

No. Description Cost Factor Factor Cost

903 Land and Land Rights 1,396,196 15.64% 0.52% 1,129

904  Structures and Improvments 12,560,664 15.64% 0.52% 10,157
940.1 Computers and Software 2,187,630 15.64% 0.52% 1,769

=z T
OO HEWN= 35
° 3

11 LU Sub-Corp. Plant

13 903 Land and Land Rights - 0.52% -

14 904  Structures and Improvments 420,651 0.52% 2,175
15 940 Office Furniture and Equipmen 258,089 0.52% 1,334
16 940.1 Computers and Software 2,078,183 0.52% 10,745

41 TOTALS $ 18,901,413 $ 27,309
42
43 SUPPORTING SCHEDULE RECAP SCHEDULES:

44  Testimony B-2, page 3
45 Work papers




Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015
Original Cost Rate Base Proforma Adjustments
Adjustment Number 1-C

Line

Plant Held for Future Use

Acct.

No. Description

351 Organization

352 Franchise

353 Land

354  Structures & Improvements
355 Power Generation

360 Collection Sewer Forced

361 Collection Sewers Gravity
362 Special Collecting Structures
363 Customer Services

364 Flow Measuring Devices

365 Flow Measruring Installations
366 Reuse Services

367 Reuse Meters And Installation
370 Receiving Wells

371 Pumping Equipment

374 Reuse Distribution Reservoirs
375 Reuse Trans. and Dist. System
380 Treatment & Disposal Equipment
381 Plant Sewers

382 Outfall Sewer Lines

389 Other Sewer Plant & Equipment
390 Office Furniture & Equipment
28 390.1 Computers and Software
29 391  Transportation Equipment

30 392 Stores Equipment
31 393 Tools, Shop And Garage Equip
32 394 Laboratory Equip
33 395 Power Operated Equip
34 396 Communication Equip

35 397 Miscellaneous Equip.
36 398 Other Tangible Plant

37

38
39
40
41 TOTALS
42
43 SUPPORTING SCHEDULE
44  Testimony
45 Work papers

NRRNRNRNRNRNRN < 2 3 3 3 3 3 s s s =
\nmmuwm—xocooo\noumhww—\o“’““o"”-‘*"’N—‘l,o

Exhibit

Schedule B-2
Page 3.3
Witness: Bourassa

Orginal
Cost

(26,200)

(15,200)

(257,600)

$ (299,000)

RECAP SCHEDULES:

B-2, page 3




Line

45
46
47
48

Reconciliation of Booked Plant to Plant Reconstruction

Acct.
No.
351
352
353
354
355
360
361
362
363
364
365
366
367
370
371
374
375
380
381
382
389
390

390.1
391
392
393
394
395
396
397
398

Liberty Utilities (Entrada Del Oro Sewer) Comp.
Test Year Ended October 31, 2015
Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 - D

Description

Organization

Franchise

Land

Structures & Improvements
Power Generation

Collection Sewer Forced
Coliection Sewers Gravity
Special Collecting Structures
Customer Services

Flow Measuring Devices

Flow Measruring Installations
Reuse Services

Reuse Meters And installation
Receiving Wells

Pumping Equipment

Reuse Distribution Reservoirs
Reuse Trans. and Dist. System
Treatment & Disposal Equipment
Piant Sewers

Outfall Sewer Lines

Other Sewer Plant & Equipment
Office Furniture & Equipment
Computers and Software
Transportation Equipment
Stores Equipment

Tools, Shop And Garage Equip
Laboratory Equip

Power Operated Equipment
Communication Equip
Miscellaenous Equip.

Other Tangible Plant

Plant Held for Future Use
TOTALS

SUPPORTING SCHEDULE
B-2, pages 3.1 through 3.4
B-2, pages 3.5 through 3.14

Exhibit
Schedule B-2
Page 34
Witness: Bourassa

Adjusted Plant
Orginal B-2 Orginal Per
Cost Adjustments Cost Reconstruction  Difference
37,898 $ - $ 37,898 § 37,808 §$ -
754 - 754 799 45
400,000 - 400,000 400,000 -
576,788 (26,387) 550,401 550,401 -
124,916 - 124,916 124,916 -
7,141 - 7,141 7,141 -
480,817 (107) 480,710 480,710 -
122,760 - 122,760 122,760 -
3,845 - 3,845 3,845 -
2,457 - 2,457 2,457 -
26,226 - 26,226 26,226 -
168,465 (15,277) 153,187 153,187 -
126,541 - 126,541 126,541 -
2,145,684 (257,788) 1,887,896 1,887,896 -
27,752 - 27,752 27,752 -
5,541 - 5,541 5,541 -
13,935 - 13,935 1,747 (12,188)
- - - 12,188 12,188
5,463 (115) 5,348 5,348 -
6,021 (74) 5,947 5,947 -
4,283,004 $ (299,748) $ 3,083,256 $ 3983301 $ 45

RECAP SCHEDULES:

B-2, page 3
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Liberty Utilities (Entrada Det Oro Sewer) Corp. Exhibit

Test Year Ended October 31, 2015 Schedule B-2
Original Cost Rate Base Proforma Adjustments Page 4.1
Adjustment Number 2 - A Witness: Bourassa
Line
No.
1 Remove A/D Related to Affiliate Profit
2
3
4 Acct. Depr
S No. Description Rate 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 Total
8 351 Organization 0.00% - - - - - - - - - - $ -
7 352 Franchise 0.00% - - - - - - - - - - -
8 353 Land 0.00% - - - - - - - - - -
9 354 Structures & Improvements 3.33% - - - - - [¢)] @ ®) &) ® 249
10 355 Power Generation 5.00% - - - - - - - - - - -
1 360 Collection Sewer Forced 2.00% - - - - - - - - - - -
12 361 Collection Sewers Gravity 2.00% - - - - (Y] @ [¢4] [¢4] @ ) (12)
13 362 Special Collecting Structures 2.00% - - - - - - - - - - -
14 363 Customer Services 2.00% - - - - - - - - - - -
15 364 Flow Measuring Devices 10.00% - - - - - - - - - - -
16 366 Reuse Services 2.00% - - - - - - - - - - -
17 367 Reuse Meters And Installation 8.33% - - - - - - - - - - -
18 370 Receiving Wells 3.33% - - - - - - - - - - -
19 371 Pumping Equipment 12.50% - - - - - Q)] 6) - - - (8)
20 374 Reuse Distribution Reservoirs 2.50% - - - - - - - @ @) 73] (6)
21 375 Reuse Trans. and Dist. System 2.50% - - - - - - - - - - -
22 380 Treatment & Disposal Equipment  5.00% - - - - - 3) 8) - - - (11)
23 381 Plant Sewers 5.00% - - - - - - - ©) 9) 9) (28)
24 382 Outfall Sewer Lines 3.33% - - - - - - - - - - -
25 389 Other Sewer Plant & Equipment  6.67% - - - - - - - - - - -
26 390 Office Furniture & Equipment 6.67% - - - - - - - - - - -
27 390.1 Computers and Software 20.00% - - - - - - - - - - -
28 391 Transportation Equipment 20.00% - - - - - - - - - - -
29 392 Stores Equipment 4.00% - - - - - - - - - - -
30 393 Tools, Shop And Garage Equip 5.00% - - - - - 3) ®) - - - ©)
31 394 Laboratory Equip 10.00% - - - - - 3) @ () “an 1) )
32 395 Power Operated Equip 5.00% - . - - - - - @) (4) @) an
33 396 Communication Equip 10.00% - - - - - - - - - - -
34 398 Other Tangible Plant 10.00% - - - - - - - - - - -
35
36
37
38
39 Plant Held for Future Use
40 TOTALS B N $ 3§ 1) § 13 § 33) $ @5) § 35) $ @5 § {52
41
42
43  SUPPORT] CHEDULE RECAP SCHEDULES:
44 B-2, pages 3.2 B-2, page 4

45  Work papers




Line

- <
ocooo\nmm.uwm—xlp

11

12
13
14
15
16
17
18
19
20
21

22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

Liberty Utilities (Entrada Del Oro Sewer) Corp.

Test Year Ended October 31, 2015
Original Cost Rate Base Proforma Adjustments
Adjustment Number 2 - B

Corporate Plant A/D
[1]

Acct. Original Cost

No. Description AD

903 Land and Land Rights $ -
904  Structures and Improvments 644,137
940.1 Computers and Software 656,289

LU Sub-Corp. Plant
903 Land and Land Rights -
904 Structures and Improvments 92,971
940 Office Furniture and Equipmer 38,753
940.1 Computers and Software 941,298
TOTALS $ 2,373,448

SUPPORTING SCHEDULE
Work papers

Exhibit

Schedule B-2
Page 4.2
Witness: Bourassa

[2] [3] [4] = [TIX2]13]
Liberty Allocated
Utilities EDO Orginal
Factor Factor Cost

15.64% 0.52% -

15.64% 0.52% 521

15.64% 0.52% 531

0.52% -
0.52% 481
0.52% 200
0.52% 4,867
$ 6,599
RECAP SCHEDULES:
B-2, page 4




Liberty Utilities (Entrada Del Oro Sewer) Corp. Exhibit

Test Year Ended October 31, 2015 Schedule B-2
Original Cost Rate Base Proforma Adjustments Page 4.3
Adjustment Number 2-C Witness: Bourassa
Line
No.
1 A/D Plant Held for Future Use Adjustment
2 1 [2] (3] [4] = MAX([1] x [2] [3])
3 A/D
4 Acct. Orginal Depr. Orginal
5 No. Description Cost Rate Years Cost
6 351 Organization - -
7 352 Franchise - -
8 353 Land - -
9 354  Structures & Improvements (26,200) 3.33% 9.5 (8,288)
10 355 Power Generation - -
11 360 Collection Sewer Forced - -
12 361 Coliection Sewers Gravity - -
13 362 Special Collecting Structures - -
14 363 Customer Services - -
16 364 Flow Measuring Devices - -
16 365 Flow Measruring Installations - -
17 366 Reuse Services - -
18 367 Reuse Meters And Installation - -
19 370 Receiving Wells - -
20 371 Pumping Equipment (15,200) 12.50% 9.5 (15,200)
21 374 Reuse Distribution Reservoirs - -
22 375 Reuse Trans. and Dist. System - -
23 380 Treatment & Disposal Equipment (257,600) 5.00% 9.5 (122,360)
24 381 Plant Sewers - -
25 382 Outfall Sewer Lines - -
26 389 Other Sewer Plant & Equipment - -
27 390 Office Furniture & Equipment - -
28 390.1 Computers and Software - -
29 391  Transportation Equipment - -
30 392 Stores Equipment - -
31 393 Tools, Shop And Garage Equip - -
32 394 Laboratory Equip - -
33 395 Power Operated Equip - -
34 396 Communication Equip - -
35 397 Miscellaneous Equip. - -
36 398 Other Tangible Plant - -
37
38
39
40
41 TOTALS $ (299,000) $ (145,848)
42
43
44 SUPPORTING SCHEDULE RECAP SCHEDULES:
45 Work papers B-2, page 4
46
47




Liberty Utilities (Entrada Del Oro Sewer) Corp. Exhibit

Test Year Ended October 31, 2015 Schedule B-2
Original Cost Rate Base Proforma Adjustments Page 4.4
Adjustment Number 2 - D Witness: Bourassa

Line
No.
1 Reconciliation of A/D to A/D Reconstruction
2
3 AD
4 Acct. B-2 Adjusted Per
5 No. Description A/D Adjustments AD Reconstruction  Difference
6 351 Organization $ 12,145 § - $ 12,145 $ - $  (12,145)
7 352 Franchise - - - - -
8 353 Land - - - - -
9 354  Structures & Improvements 167,874 (8,312) 159,562 158,313 (1,249)
10 355 Power Generation 23,802 - 23,802 34,735 10,932
11 360 Collection Sewer Forced 1,345 - 1,345 1,333 (12)
12 361 Collection Sewers Gravity 89,757 (12) 89,745 87,377 (2,368)
13 362 Special Collecting Structures - - - - -
14 363 Customer Services 20,665 - 20,665 22,915 2,251
15 364 Flow Measuring Devices 3,621 - 3,621 3,589 (32)
16 365 Flow Measruring Installations 1,157 - 1,157 2,293 1,136
17 366 Reuse Services 2,455 - 2,455 - (2,455)
18 367 Reuse Meters And Installation - - - - -
19 370 Receiving Wells 8,232 (6) 8,226 8,151 (75)
20 371 Pumping Equipment 145,483 (15,206) 130,277 129,032 (1,246)
21 374 Reuse Distribution Reservoirs - - - - -
22 375 Reuse Trans. and Dist. System 23,832 (11) 23,821 29,526 5,706
23 380 Treatment & Disposal Equipment 994,222 (122,388) 871,834 860,477 (11,356)
24 381 Plant Sewers 13,067 - 13,067 12,951 (116)
25 382 Outfall Sewer Lines 2,087 - 2,087 1,722 (365)
26 389 Other Sewer Plant & Equipment - - - - -
27 390 Office Furniture & Equipment 2,570 - 2,570 933 (1,637)
28 390.1 Computers and Software - - - 5,688 5,688
29 391 Transportation Equipment - - - - -
30 392 Stores Equipment - (9) (9) - 9
31 393 Tools, Shop And Garage Equip 1,183 (45) 1,138 1,159 21
32 394 Laboratory Equip 2,363 (11) 2,352 2,455 104
33 385 Power Operated Equipment - - - - -
34 396 Communication Equip - - - - -
35 397 Miscellaneous Equipment - - - - -
36 398 Other Tangible Plant - - - - -
37 108  Accumulated Depreciation 0 - [¢] - 0)
38
39
40
41
42 Plant Heid for Future Use -
43 TOTALS $ 1,516,859 $ (146,000) $ 1,369,859 $§ 1,362,650 $ (7,209)
44
45
46 SUPPORTING SCHEDULE RECAP SCHEDULES:
47 B-2,page4.1 t04.3 B-2, page 4

48 B-2, pages 3.5103.14
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Liberty Utilities (Entrada Del Oro Sewer) Corp. Exhibit

Test Year Ended October 31, 2015

Scheduie B-2

Original Cost Rate Base Proforma Adjustments Page 5

Adjustment 3

Witness: Bourassa

Contributions-in-Aid of Construction (CIAC) and Accumulated Amortization

Computed balance at end of Test Year
Book balance at end of Test Year
Increase (decrease)

Adjustment to CIAC/AA CIAC
Label

SUPPORTING SCHEDULES
B-2, pages 5.1t0 5.4

Gross Accumulated
CIAC Amortization
$ 1,013,352 $ 85,869
$ - $ -
$ 1,013,352 $ 85,869
$ 1,013,352 $ (85,869)
3a 3b
RECAP SCHEDULES:
B-2, page 2
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Liberty Utilities (Entrada Del Oro Sewer) Corp.

Test Year Ended October 31, 2015
Reconstruction Cost New Less Depreciation Rate Base Proforma Adjustments

Gross Utility
Plant in Service

Less:
Accumulated
Depreciation

Net Utility Plant
in Service

Less:
Advances in Aid of
Construction

Contributions in Aid of
Construction - Gross

Accumulated Amortization of CIAC

Customer Meter Deposits
Customer Security Deposits
Accumulated Deferred Income Tax

Plus:

Unamortized Finance
Charges

Prepayments

Materials and Supplies

Cash Working capital

Total

SUPPORTING SCHEDULES:
B-3, page 2

RCN
at
End of
Test Year

$ 6,830,326
2,070,770

$ 4,759,555

2,360

16,048

S arrspm

Proforma
Adjustment

(307,714)

(150,247)

1,522,616

(155,486)

405,292

(23,1- 89)

Exhibit

Schedule B-3
Page 1

Witness: Bourassa

RCN
Adjusted
atend
of
Test Year

$ 6522612
1,920,523

$ 4602089

1,522,616
(155,486)
2,360

405,292

16,048

(23,189)

3 2820167

RECAP SCHEDULES:
B-1
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Liberty Utilities (Entrada Del Oro Sewer) Corp. Exhibit

Test Year Ended October 31, 2015 Schedule B-3
Reconstruction Cost New Less Depreciation Rate Base Proforma Adjustments Page 3.1
Adjustment Number 1 - A Witness: Bourassa

RCN Allocated Corporate Plant

(11 (2] (3] [4] = [1]x{2]x3]
Liberty Allocated
Acct. Orginal Utilities EDO Orginal
No. Description Cost Factor Factor Cost
903 Land and Land Rights 1,396,196 15.64% 0.52% 1,129
904  Structures and Improvments 12,560,664 15.64% 0.52% 10,157
940.1 Computers and Software 2,187,630 15.64% 0.52% 1,769

-
5"33\;3:8“’0"\‘0’0‘#&“—"53'

LU Sub-Corp. Plant

903 Land and Land Rights - 0.52% -

904  Structures and Improvments 420,651 0.52% 2,175

940 Office Furniture and Equipmen 258,089 0.52% 1,334
940.1 Computers and Software 2,078,183 0.52% 10,745

41 TOTALS $ 18,901,413 $ 27,309
42

43 SUPPORTING SCHEDULE RECAP SCHEDULES:

44 Testimony B-3, page 3

45 Work papers




Liberty Utilities (Entrada Del Oro Sewer) Corp. Exhibit

366 Reuse Services -
367 Reuse Meters And Installation -
370 Receiving Wells 1.69

Test Year Ended October 31, 2015 Schedule B-2
Reconstruction Cost New Less Depreciation Rate Base Proforma Adjustments Page 3.2
Adjustment Number 1 - B Witness: Bourassa

Line
No.

1 Capacity Adjustment

2

3

4 Acct. " Orginal

5 No. Description Cost Factor' RCN

6 351  Organization -

7 352 Franchise -

8 353 Land 1.03

9 354  Structures & Improvements (26,200) 2.25 (59,026)

10 355 Power Generation 0.68

11 360 Collection Sewer Forced 1.05

12 361 Collection Sewers Gravity 3.43

13 362 Special Collecting Structures -

14 363 Customer Services 3.06

15 364 Flow Measuring Devices 1.56

16 365 Flow Measruring Installations 1.22

17

18

19

20 371 Pumping Equipment (15,200) 0.57 (8,718)

21 374 Reuse Distribution Reservoirs -

22 375 Reuse Trans. and Dist. System 3.56

23 380 Treatment & Disposal Equipment (257,600) 1.04 (267,280)

24 381 Plant Sewers 3.17

25 382 Outfall Sewer Lines 11.31

26 389 Other Sewer Plant & Equipment -

27 390 Office Furniture & Equipment 1.00

28 390.1 Computers and Software 1.00

29 391  Transportation Equipment -
30 392  Stores Equipment -
31 393 Tools, Shop And Garage Equip 1.00
32 394 Laboratory Equip 1.00
33 395 Power Operated Equip -
34 396 Communication Equip -
35 397 Miscellaneous Equip. -
36 398 Other Tangible Plant -
37

38 TOTALS $  (299,000) $ (335,023)
39

40 ' Factors see Scehdule B4

41

42 SUPPORTING SCHEDULE RECAP SCHEDULES:

43  Testimony B-2, page 3

44  Work papers
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Line

— <

11

12
13
14
15
16
17
18
19
20
21

22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

Liberty Utilities (Entrada Del Oro Sewer) Corp.

Test Year Ended October 31, 2015

Reconstruction Cost New Less Depreciation Rate Base Proforma Adjustments
Adjustment Number 2 - A

RCN Corporate Plant A/D

Acct.

No. Description
903 Land and Land Rights

904  Structures and Improvments
940.1 Computers and Software

LU Sub-Corp. Plant
903 Land and Land Rights
904  Structures and Improvments

940 Office Furniture and Equipmer
940.1 Computers and Software

TOTALS

SUPPORTING SCHEDULE
Work papers

(11

Original Cost

AD

322,068
218,763

74,974
21,635
612,134

1,249,474

Exhibit

Schedule B-3
Page 4.1
Witness: Bourassa

(2] 3] [4] = [1IX2]x[3]
Liberty Aliocated
Utilities EDO Orginal
Factor Factor Cost

15.64% 0.52% -

15.64% 0.52% 260

15.64% 0.52% 177

0.52% -
0.52% 388
0.52% 111
0.52% 3,165
$ 4,101
RECAP SCHEDULES:
B-3, page 4




Liberty Utilities (Entrada Del Oro Sewer) Corp. Exhibit

Test Year Ended October 31, 2015 Schedule B-3
Reconstruction Cost New Less Depreciation Rate Base Proforma Adjustments Page 4.2
Adjustment Number 1 - B Witness: Bourassa

Line

A/D Plant Held for Future Use

A/D
Acct. Orginal A/D
No. Description Cost Factor' RCN
351  Organization
352 Franchise
353 Land
354  Structures & Improvements (8,288) 2.25 (18,673)

355 Power Generation
360 Collection Sewer Forced

361 Collection Sewers Gravity

362 Special Collecting Structures

363 Customer Services

364 Flow Measuring Devices

365 Flow Measruring installations

366 Reuse Services

367 Reuse Meters And Installation

370 Receiving Wells

371 Pumping Equipment (15,200) 0.57 (8,718)
374 Reuse Distribution Reservoirs

375 Reuse Trans. and Dist. System

380 Treatment & Disposal Equipment (122,360) 1.04 (126,958)
381 Plant Sewers

382 OQutfall Sewer Lines

389 Other Sewer Plant & Equipment

390 Office Furniture & Equipment

28 390.1 Computers and Software

29 391 Transportation Equipment

30 392 Stores Equipment

31 393 Tools, Shop And Garage Equip

32 394 Laboratory Equip

33 395 Power Operated Equip

34 396 Communication Equip

35 397  Miscellaneous Equip.

36 398 Other Tangible Piant

37

cxidassnideo~voaawnaff

NNNNMNNDNNN
NOOOA WN-2O

38 TOTALS $ (145,848) $ (154,349)
39

40 ' Factors see Scehdule B4

41

42 SUPPORTING SCHEDULE RECAP SCHEDULES:

43  Testimony B-2, page 3

44  Work papers




Liberty Utilities (Entrada Del Oro Sewer) Corp. Exhibit

Test Year Ended October 31, 2015 Schedule B-3
Reconstruction Cost New Less Depreciation Rate Base Proforma Adjustments Page 5
Adjustment Number 3 Witness: Bourassa
Contributions-in-Aid of Construction

Line

No. Gross
1 CIAC Amortization
2 Adjusted Orginal Cost Depreciable Balance $ 613,352 $ 85,869
3
4 Gross-up Factor [1] 1.81 1.81
5
6 RCN Depreciable Balance $ 1,110,616 $ 155,486
7
8 Adjusted Orginal Cost Non-depreciable Baiance $ 400,000 $ -
9
10 Gross-up Factor [2] 1.03 1.03
11
12 RCN Non-depreciable Balance $ 412,000 $ -
13
14 Total RCN Balance $ 1,522,616 $ 155,486
15
16 Unadjusted RCN Balance - -
17
18 Adjustment to RCN Balance $ 1522616 $  (155,486)
19
20
21 [1] Computation of Gross-up Factor for Depreciable Plant
22 RCNLD Depreciable Gross Plant-in-Service $ 6,418,326
23 Original Cost Depreciable Gross Plant-in-service $ 3,544,604
24
25 Ratio of RCNLD Depreciable Gross Plant-in-Srvice
26 and Original Cost Depreciable Gross Plant-in-service 1.81
27
28 [2] Computation of Gross-up Factor for Depreciable Plant
29 RCNLD Non-depreciable Gross Plant-in-Service $ 412,000
30 Original Cost Non-depreciable Gross Plant-in-service $ 400,000
31
32 Ratio of RCNLD Non-depreciable Gross Plant-in-Srvice
33 and Original Cost Non-depreciable Gross Plant-in-service 1.03
34
35
36 SUPPORTING SCHEDULE RECAP SCHEDULES:
37 B-2, page 5.3 B-3, page 2
38 B-2, page 2

39 B-2, page 3
40 B-4




Liberty Utilities (Entrada Dei Oro Sewer) Corp. Exhibit

Test Year Ended October 31, 2015 Schedule B-3
Reconstruction Cost New Less Depreciation Rate Base Proforma Adjustments Page 6
Adjustment Number 4 Witness: Bourassa

Advances-in-Aid of Construction

Line
No.

1 AIAC

2 Adjusted Orginal Cost Depreciable Balance $ -

3

4 Gross-up Factor [1] 1.81

5

6 RCN Depreciable Balance $ -

7

8 Unadjusted RCN Balance -

9

10 Adjustment to ADIT Balance 3 -
11

12

13 [1] Computation of Gross-up Factor for Depreciable Plant

14 RCNLD Depreciable Gross Plant-in-Service $ 6,418,326
15 Original Cost Depreciable Gross Plant-in-service $ 3,544,604
16

17 Ratio of RCNLD Depreciable Gross Plant-in-Srvice

18 and Original Cost Depreciable Gross Plant-in-service 1.81
19

20

21

22

23

24

25

26

27

28

29 SUPPORTING SCHEDULE RECAP SCHEDULES:
30 B-2, page 5.3 B-3, page 2

31 B-2, page 2

32 B-4




Liberty Utilities (Entrada Del Oro Sewer) Corp. Exhibit

Test Year Ended October 31, 2015 Schedule B-3
Reconstruction Cost New Less Depreciation Rate Base Proforma Adjustments Page 7
Adjustment Number 5 Witness: Bourassa

Accumulated Deferred Income Taxes (ADIT)

Adjusted Orginal Cost ADIT Balance $ 214,584
RCNLD Net Rate Base before ADIT $ 3,232,599
Original Cost Net Rate Base before ADIT $ 1,711,518
Ratio of RCNLD Net Rate Base before ADIT

and Original Cost Net Rate Base before ADIT 1.89
RCNLD ADIT Balance $ 405,292
Adjustment to ADIT Balance $ 405,292
SUPPORTING SCHEDULE RECAP SCHEDULES:
B-2, page 5 B-3, page 2

—
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Liberty Utilities (Entrada Del Oro Sewer) Corp. Exhibit

Test Year Ended October 31, 2015 Schedule B-3
Reconstruction Cost New Less Depreciation Rate Base Proforma Adjustments Page 8
Adjustment Number 6 Witness: Bourassa

RCN Working Capital

Line

Cash Working Capital $ (23,189)
RCNLD Factor 1.00

Recommended RCNLD Cash Working Capital $ (23,189)

Adjustment to ADIT Balance $ (23,189)

18 SUPPORTING SCHEDULE RECAP SCHEDULES:
19 B-5 i B-3, page 2




Line Plant
No. Acct.
1 351
2 352
3 353
4 354
5 355
6 360
7 361
8 362
9 363
10 364
11 365
12 366
13 367
14 370
15 371
16 374
17 375
18 380
19 381
20 382
21 389
22 390
23 390.1
24 391
25 392
26 393
27 394
28 395
29 396
30 397
31 398
32
33

Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended December 31, 2001
Reconstruction Cost New Less Depreciation Plant and Accumulated Depreciaiton

Exhibit

Schedule B-4
Page 1

Witness: Bourassa

Adjusted Adjusted
Orginal Orginal
Cost Cost AD RCN RCN

Description Before Cpacity Adj RCN Before Cpacity Adj Factor A/D RCNLD
Organization $ 37,898 - $ - $ - $ -
Franchise 799 - - - -
Land 400,000 412,000 - 1.03 - 412,000
Structures & improvements 576,601 1,299,022 166,601 2.25 375,335 923,687
Power Generation 124,916 85,000 34,735 0.68 23,635 61,365
Collection Sewer Forced 7,141 7,464 1,333 1.05 1,393 6,071
Collection Sewers Gravity 480,710 1,648,990 87,377 3.43 299,733 1,349,257
Special Collecting Structures - - - - -
Customer Services 122,760 375,300 22,915 3.06 70,056 305,244
Flow Measuring Devices 3,845 6,000 3,589 1.56 5,600 400
Flow Measruring Installations 2,457 3,000 2,293 1.22 2,800 200
Reuse Services - - - - -
Reuse Meters And Installation - - - - -
Receiving Wells 26,226 44,300 8,151 1.69 13,768 30,532
Pumping Equipment 168,387 96,579 144,232 0.57 82,725 13,854
Reuse Distribution Reservoirs - - - - -
Reuse Trans. and Dist. System 126,541 450,550 29,526 3.56 105,128 345,422
Treatment & Disposal Equipment 2,145,496 2,226,115 982,837 1.04 1,019,768 1,206,347
Plant Sewers 27,752 88,095 12,951 3.17 41,111 46,984
Outfall Sewer Lines 5,541 62,680 1,722 11.31 19,481 43,199
Other Sewer Plant & Equipment - - - - - -
Office Fumniture & Equipment 1,747 1,747 933 1.00 933 814
Computers and Software 12,188 12,188 5,688 1.00 5,688 6,500
Transportation Equipment - - - - - -
Stores Equipment - - - - - -
Tools, Shop And Garage Equip 5,348 5,348 1,159 1.00 1,159 4,189
Laboratory Equip 5,947 5,947 2,455 1.00 2,455 3,492
Power Operated Equip - - - - - -
Communication Equip - - - - - -
Miscellaneous Equip. - - - - - -
Other Tangible Plant - - - - - -
TOTALS $ 4,282,301 $ 6,830,328 $ 1,508,498 160 $ 2,070,770 $ 4,759,555
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Liberty Utilities (Entrada Del Oro Sewer) Corp.

Exhibit

Test Year Ended October 31, 2015 Schedule C-1
Income Statement Page 1
Witness: Bourassa
Test Year Test Year Proposed Adjusted
Book Adjusted Rate with Rate
Results Adjustment Results Increase Increase
Revenues
Metered Water Revenues $ 281,183 $ (1,470) $ 279,713 254,643 $ 534,356
Unmetered Water Revenues - - - -
Other Water Revenues 1,575 - 1,575 1,575
$ 282,758 $ (1,470) $ 281,288 $ 254,643 $ 535,931
Operating Expenses
Salaries and Wages $ - - $ - $ -
Purchased Water 2,379 - 2,379 2,379
Sludge Removal 2,204 - 2,204 2,204
Purchased Power 16,374 - 16,374 16,374
Fuel for Power Production - - - -
Chemicals 770 - 770 770
Materials and Supplies 3,171 - 3,171 3,171
Contractual Services - Professional 40,990 5,018 46,007 46,007
Contractual Services - Testing 11,872 - 11,872 11,872
Contractual Services - Other 12,995 - 12,995 12,995
Rents - - - -
Office Supplies and Expense - - - -
Transportation 100 - 100 100
Insurance 6,288 - 6,288 6,288
Regulatory Commission - 43,333 43,333 43,333
Miscellaneous 21,362 - 21,362 21,362
Depreciation and Amortization 168,567 (33,493) 135,073 135,073
Taxes Other Than Income - - - -
Property Taxes 34,283 (17,221) 17,062 5,181 22,243
Income Taxes - (12,294) (12,294) 74,968 62,674
Total Operating Expenses $ 321,354 $ (14,656) $ 306,697 $ 80,148 § 386,846
Operating income $ (38,596) $ 13,186 $ (25,409) $ 174,495 $ 149,085
Other Income (Expense)
Interest and Dividend Income - - - -
AFUDC Income - - - -
Miscellaneous Non-Utility Expenses - - - -
Interest Expense (94) (22,511) (22,606) (22,606)
Total Other Income (Expense) $ (94) 3 (22,511) $ (22,606) $ - $ (22,606)
Net Profit (Loss) 3 (38,690) $ (9,325) $ (48,015) % 174,495 § 126,479
SUPPORTING SCHEDULES: RECAP SCHEDULES:
C-1, page 2 A-1
E-2
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Revenues
Expenses

Operating
Income

Interest
Expense

Other
Income /
Expense

Net income

Revenues
Expenses

Operating
Income

Interest
Expense

Other
Income /
Expense

Net Income

Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015
Adjustments to Revenues and Expenses

Adjustments to Revenues and Expenses

Exhibit

Schedule C-2
Page 1

Witness: Bourassa

1 2 3 4 5 <] Subtotal
Corporate Corporate
Property Rate Case Revenue Costs Costs
Depreciation Taxes Expense Annualization Non-Labor Labor
- - - (1,470) - - (1,470)
(33,493) (17,221) 43,333 - 3,882 1,135 (2,363)
33,493 17,221 (43,333) (1,470) (3,882) (1,135) 893
33,493 17,221 (43,333) (1,470) (3,882) (1,135) 893
Adjustments to Revenues and Expenses
z 8 9 10 n 12 Subtotal
. Intentionally Intentionally Intentionally Intentionally
Interest Income Left Left Left Left
Synch. Taxes Blank Blank Blank Blank
- - - - - - (1,470)
- (12,294) - - - - (14,656)
- 12,294 - - - - 13,186
(22,511) (22,511)
(22,511) 12,294 - - - - (9,325)




Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015
Adjustments to Revenues and Expenses

Adjustment Number 1

Depreciation Expense

Line Acct.
No. No. Description
1 351  Organization
2 352 Franchise
3 353 Land
4 354  Structures & Improvements
5 355 Power Generation
6 360 Collection Sewer Forced
7 361  Collection Sewers Gravity
8 362  Special Collecting Structures
9 363  Customer Services
10 364 Flow Measuring Devices
1 365 Flow Measuring Installations
12 366 Reuse Services
13 367 Reuse Meters And Installation
14 370 Receiving Wells
15 371 Pumping Equipment
16 374  Reuse Distribution Reservoirs
17 375 Reuse Trans. and Dist. System
18 380 Treatment & Disposal Equipment
19 381 Plant Sewers
20 382  Qutfall Sewer Lines
21 389 Other Sewer Plant & Equipment
22 390 Office Furniture & Equipment
23 390.1 Computers and Software
24 391  Transportation Equipment
25 392  Stores Equipment
26 393 Tools, Shop And Garage Equip
27 394  Laboratory Equip
28 395 Power Operated Equipment
29 396 Communication Equip
30 397 Miscellaneous Equip.
31
32 903 Land and Land Rights
33 904  Structures and Improvments
34 940  Office Furniture & Equipment
35 940.1 Computers and Software
36
37 TOTALS
38
39 Less: Amortization of Contributions
40
41
42  Contributions in Aid of Construction
43
44 Totals
45
46 Total Depreciation Expense
47
48 Adjusted Test Year Depreciation Expense
49
50 Increase (decrease) in Depreciation Expense
51
52  Adjustment to Revenues and/or Expenses
53
54 SUPPORTING SCHEDULE
55 B-2, page 3

Adjusted Non-Depr. Depr
Original or Fully Original Proposed
Cost Depr. Plant Cost Rates
37,898 (37,898) - 0.00%
799 (799) - 0.00%
400,000 (400,000} - 0.00%
550,401 550,401 3.33%
124,916 124,916 5.00%
7.141 7,141 2.00%
480,710 480,710 2.00%
- - 2.00%
122,760 122,760 2.00%
3,845 3,845 10.00%
2,457 2,457 10.00%
- - 2.00%
- - 8.33%
26,226 26,226 3.33%
153,187 (124,416) 28,771 12.50%
- - 2.50%
126,541 126,541 2.50%
1,887,896 1,887,896 5.00%
27,752 27,752 5.00%
5,541 5,541 3.33%
- - 6.67%
1,747 1,747 6.67%
12,188 12,188 20.00%
- - 20.00%
- - 4.00%
5,348 5,348 5.00%
5,947 5,947 10.00%
- - 5.00%
- - 10.00%
- - 10.00%
1,129 1,129 0.00%
12,332 12,332 2.56%
1,334 1,334 6.67%
12,514 12,514 20.00%
$ 4010610 $ (563,113) $ 3,447,498
Non-Depr or
Gross Fully Amortized Amortizable
CIAC CIAC CIAC Amort. Rate'
$ 1,013,352 $ (400,000) $ 613,352 2.0000%
$ 1013352 § (400,000) $ 613,352

Exhibit

Schedule C-2
Page 2

Witness: Bourassa

Depreciation
Expense

18,328
6,246
143
9,614

2,455
385
246

873
3,596

3,164
94,395
1,388
185

117
2,438

267
595

316
89
2,503

$ 147,340

$ (12,267)
$ (12,267)
$ 135,073

3 168,567

$ 333,4932
$ (33.493)

' Amortization rate is based upon collection mains and customer services depreciation rate




Liberty Utilities (Entrada Del Oro Sewer) Corp. Exhibit

Test Year Ended October 31, 2015 Schedule C-2
Adjustment to Revenues and Expenses Page 3
Adjustment Number 2 Witness: Bourassa

Property Taxes

Line Test Year Company
No. DESCRIPTION as adjusted Recommended
1 Company Adjusted Test Year Revenues $ 281,288 $ 281,288
2 Weight Factor 2 2
3 Subtotal (Line 1 * Line 2) 562,576 562,576
4 Company Recommended Revenue 281,288 535,931
5 Subtotal (Line 4 + Line 5) 843,863 1,098,506
6 Number of Years 3 3
7 Three Year Average (Line 5/ Line 6) 281,288 366,169
8 Department of Revenue Mutilplier 2 2
9 Revenue Base Value (Line 7 * Line 8) 562,576 732,338
10 Plus: 10% of CWIP (intentionally excluded) - -
11 Less: Net Book Value of Licensed Vehicles 3,492 3,492
12 Full Cash Value (Line 9 + Line 10 - Line 11) 559,084 728,846
13 Assessment Ratio 18.0% 18.0%
14 Assessment Value (Line 12 * Line 13) 100,635 131,192
15 Composite Property Tax Rate - Obtained from ADOR 16.9547% 16.9547%
16 Test Year Adjusted Property Tax Expense (Line 14 * Line 15) $ 17,062 $ 22,243
17 Tax on Parcels - -
18 Total Property Taxes (Line 16 + Line 17) $ 17,062
19 Test Year Property Taxes S 34,283
20 Adjustment to Test Year Property Taxes (Line 18 - Line 19) _$ (17,221)
21
22 Property Tax on Company Recommended Revenue (Line 16 + Line 17) $ 22,243
23 Company Test Year Adjusted Property Tax Expense (Line 18) 3 17,062
24 Increase in Property Tax Due to Increase in Revenue Requirement ]; 5,181
25
26 Increase in Property Tax Due to Increase in Revenue Requirement (Line 24) $ 5,181
27 Increase in Revenue Requirement $ 254,643
28 Increase in Property Tax Per Dollar Increase in Revenue (Line 26 / Line 27) 2.03456%
29
30
31
32
33
34
35
36
37
38
39
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Liberty Utilities (Entrada Del Oro Sewer) Corp.

Test Year Ended October 31, 2015
Adjustment to Revenues and Expenses
Adjustment Number 3

Rate Case Expense

Estimated Rate Case Expense
Amortization Period (years)
Annual Amortization

Test Year Rate Case Expense

Increaae (decrease) in Rate Case Expense

Adjustment to Revenue and/or Expense

Exhibit

Schedule C-2
Page 4

Witness: Bourassa

130,000

43,333

43,333

43,333
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Liberty Utilities (Entrada Del Oro Sewer) Corp.

Test Year Ended October 31, 2015
Adjustment to Revenues and Expenses
Adjustment Number 4

Revenue Annualization

Revenue Annualization

Total Revenue from Annualization

Adjustment to Revenue and/or Expense

SUPPORTING SCHEDULES
H-1
Work papers

Exhibit

Schedule C-2
Page 5

Witness: Bourassa

(1,470)

(1.470)

(1,470)
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Liberty Utilities (Entrada Del Oro Sewer) Corp.

Test Year Ended October 31, 2015
Adjustment to Revenues and Expenses
Adjustment Number 5

Corporate Cost Adjustment - Non-Labor

Corporate Allocation Adjustment

Adjusted Allocated Non-Labor Costs During Test Year
Aliocated Non-Labor Costs During Test Year

Adjustment to Contractual Services Professional

Adjustment to Revenue and/or Expense

Reference
Testimony
Work Papers

] 23,617
$ 19,735
$ 3,882
$ 3,882

Exhibit

Schedule C-2
Page 6

Witness: Bourassa




Liberty Utilities (Entrada Del Oro Sewer) Corp. Exhibit

Test Year Ended October 31, 2015 Schedule C-2
Adjustment to Revenues and Expenses Page 7
Adjustment Number 6 Witness: Bourassa

Corporate Cost Adjustment - Labor

Line
No.
1
2  Contractual Services - Professional
3 Test Year Allocated Labor Costs $ 18,641
4  Factor (1) 6.09%
5 Increase in Labor Costs $ 1,135
6
7  Adjustment to Contractual Services - Professional $ 1,135
8
9 Contractual Services - Other
10 Test Year Allocated Labor Costs $ -
11 Factor (1) 6.09%
12 Increase in Labor Costs $ -
13
14 Adjustment to Contractual Services - Other $ -
15
16
17
18 Adjustment to Revenue and/or Expense $ 1,135
19

20 Reference
21 Testimony
22 Work papers




Liberty Utilities (Entrada Del Oro Sewer) Corp. Exhibit
Test Year Ended October 31, 2015 Schedule C-2
Adjustment to Revenues and Expenses Page 8
Adjustment Number 7 Witness: Bourassa
Interest Synchronization
Line
No.
1
2
3
4  Fair Value Rate Base $ 2,154,980
5 Weighted Cost of Debt 1.05%
6 Interest Expense $ 22,606
7
8 Test Year Interest Expense $ 94
9
10  Increase (decrease) in Interest Expense 22,511
11
12
13
14  Adjustment to Revenue and/or Expense $ (22,511)
15
16
17  Weighted Cost of Debt Computation
18  Pro forma Capitat Structure Weighted
19 Percent Cost Cost
20  Debt 30.00% 3.50% 1.05%
21 Equity 70.00% 12.00% 8.40%
22 Total 100.00% 9.45%
23
24
25
26
27
28
29

w
o
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Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015
Adjustment to Revenues and/or Expenses
Adjustment Number 8

Income Taxes

Exhibit

Schedule C-2
Page 9

Witness: Bourassa

Test Year Test Year
at Present Rates at Proposed Rates
Compauted Income Tax $ (12,294) $ 62,674
Test Year Income tax Expense - (12,294)
Adjustment to Income Tax Expense $ (12,294) $ 74,968

SUPPORTING SCHEDULE
C-3, page 2




Line

Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015
Computation of Gross Revenue Conversion Factor

No. _Description

NRNNNMNDNN A 3 & 3 8 s o o3 s
DO RN A COPRIDARNN SISO NDO D WN =

27
28
29
30
31

33
34
35
36
37

39
40
41
42

Federal Effective Income Tax Rate
State Effective Income Tax Rate

Property Taxes

Total Tax Percentage

Operating Income % = 100% - Tax Percentage

1

Operating Income %

SUPPORTING SCHEDULES:
C-3, page 2

= Gross Revenue Conversion Factor

Exhibit

Schedule C-3
Page 1

Witness: Bourassa

Percentage
of
Incremental
Gross
Revenues
25.152%

4.900%

1.423%

31.475%

68.525%

1.4593

RECAP SCHEDULES:
A-1




Liberty Utilities (Entrada De{ Oro Sewer) Corp.
Test Year Ended October 31, 2015

Line
No.

O A WN

g - N}

12
13
14
15
16
17

18
19
20
21

23

24
25

27
28
29

30
31
32
33

35

37

39
40
el
42
43

45
47
a8
49
51
52
53
55

57

59
60

GROSS REVENUE CONVERSION FACTOR

Description

alculation 55 R onversion Factor:
Revenue
Uncollecible Factor (Line 11)
Revenues (L1-12)
Combined Federal and State Income Tax and Property Tax Rate (Line 23)
Subtotal (L3 - L4)
Revenue Conversion Factor (L1/L5)

1t ion of Hectible Factor:
Unity
Combined Federal and State Tax Rate (L17)
One Minus Combined Income Tax Rate (L7 - L8)
Uncollectible Rate
Uncollectible Factor (L9 * L10)

Calculation of Effective Tax Rate:

Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate

Federal Taxable Income (L12 - L13)

Applicable Federal Income Tax Rate {(L55, Col E}
Effective Federal Income Tax Rate {L14 x L15)

Combined Federal and State Income Tax Rate (L13 +L16)

Calculation of Effective Property Tax Factor

Unity

Combined Federal and State Income Tax Rate (L17)

One Minus Combined Income Tax Rate (L18-L19)

Property Tax Factor

Effective Property Tax Factor (L20*L.21)

Combined Federal and State income Tax and Property Tax Rate (L17+L22)

Required Operating Income
AdjustedTest Year Operating Income (Loss)
Required Increase in Operating income (L24 - L25)

Income Taxes on Recommended Revenue (Col. (E), L52)
income Taxes on Test Year Revenue (Col. (B), L54)
Required Increase in Revenue to Provide for income Taxes (L27 - L28)

Recommended Revenue Requirement

Uncollectible Rate (Line 10)

Uncollectible Expense on Recommended Revenue (L24 * L25)
Adjusted Test Year Uncollectible Expense

Required Increase in Revenue to Provide for Uncollectible Exp.

Property Tax with Recommended Revenue
Property Tax on Test Year Revenue
Increase in Property Tax Due to Increase in Revenue (L35-L36)

Total Required Increase in Revenue (L26 + 129 + L37)

alcufati Income Tax:
Revenue
Operating Expenses Excluding Income Taxes
Synchronized Interest (L47)
Arizona Taxable Income (L39 - L40 - L41)
Arizona State Effective Income Tax Rate (see work papers)
Arizona Income Tax (L42 x L43)
Federal Taxable Income (L42- L44)

Federal Tax on First Income Bracket ($1 - $50,000) @ 15%

Federal Tax on Second Income Bracket ($50,001 - $75,000) @ 25%
Federal Tax on Third Income Bracket ($75,001 - $100,000) @ 34%
Federal Tax on Fourth Income Bracket ($100,001 - $335,000) @ 39%
Federal Tax on Fifth fncome Bracket ($335,001 -$10,000,000) @ 34%

Total Federal Income Tax
Combined Federal and State Income Tax (L35 + L42)

Exhibit

Schedule C-3

Page 2

Witness: Bourassa

COMBINED Applicable Federal Income Tax Rate [Col. [D], L53 - Col. [A}, L3 / [Cal. [D], L45 - Col. [A], L45)
WASTEWATER Applicable Federal income Tax Rate [Col. [E], L53 - Col. [B], L53] / [Col. [E], L45 - Col. [B], L45]
WATER Applicable Federal Income Tax Rate [Col. [F], L53 - Col. [C], L53] / [Col. [F], L45 - Col. [C], L45]

alculation of Interest Synchronization:
Rate Base
Weighted Average Cost of Debt
Synchronized Interest (L45 X L46)

(A) 8) © o] [E] IFl
100.0000%
0.0000%
100.0000%
31.4747%
68.5253%
1.459315
100.0000%
30.0516%
69.9484%
0.0000%
0.0000%
100.0000%
4.9000%
95.1000%
26.4475%
25.1516%
30.0516%
100.0000%
30.0516%
69.9484%
2.0346%
1.4231%
31.4747%
$ 149,085
$ (25,409)
$ 174,495
$ 62,674
$ (12,294)
$ 74,968
$ 535,931
0.0000%
$ -
$ -
$ -
$ 22,243
s 1o
$ 5,181
$ 254,643
(A) [(5)] © (&) [E] [F]
Test Year Company Recommended
Total Total
Sewer Sewer
$ 281,288 | § 281,288 $ 535931 |8 535,931
$ 318991 | $ 318,991 $ 324,172 | & 324,172
$ 22606 | $ 22,606 $ 22606 | $ 22,606
$ (60,309)] § (60,309) $ 189,154 [ § 189,154
4.9000% 4.9000% 4.9000% 4.9000%
$ (2,955) $ (2,955) $ 9269 | § 9,269
$ {57,354)| $ (57,354) $ 179,886 | § 179,886
$ (7,500)| $ (7,500) $ 7,500 | $ 7,500
$ (1,838){ $ (1,838), $ 6250 [ § 6,250
$ - $ - $ 8,500 | § 8,500
$ - $ - $ 31,155 | $ 31,155
$ - $ - $ - $ -
$ (9,338)| (9,338) $ 53405[ 8 53,405
$ (12294){ $ (12,294) $ 62674 | $ 62,674
26.4475%
26.4475%
0.0000%
Sewer
$ 2,154,980
1.0490%
$ 22,806
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Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015
Comparative Balance Sheets

Exhibit

Schedule E-1
Page 1

Witness: Bourassa

Test
Year Year Year
Ended Ended Ended
10/31/2015 10/31/2014 12/31/2013

ASSETS
Plant In Service $ 4,283,004 $ 4,182,845 $ 4,159,114
Non-Ultility Plant - - -
Construction Work in Progress 19,639 21,124 (767)
Property Held for Future Use - - -
Accumulated Depreciation (1,515,859) (1,336,237) (1,175,762)
Net Plant $ 2,786,784 $ 2,867,732 $ 2,982,585

CURRENT ASSETS
Cash and Equivalents $ 30,310 $ 7,772 $ 254,389
Restricted Cash - - -
Net Accounts Receivabie 51,321 31,690 30,320
Inter-Company Receivable - - -
Notes Receivable - - -
Materials and Supplies - - -
Prepayments 16,048 18,079 19,694
Other Current Assets - 23,469 23,469

Total Current Assets $ 97,680 $ 81,011 $ 327,872

OTHER ASSETS

Deferred Finance Costs $ - $ - $ -
Other Deferred Debits - - -
Other Non-Current Assets - - -
Deferred Debits $ - $ - $ -
TOTAL ASSETS $ 2,884,464 $ 2,948,743 $ 3,310,457
LIABILITIES AND STOCKHOLDER EQUITY
Stockholder's Equity 3 2,876,195 $ 3,249,618 $ 3,277,127
Long-Term Debt $ - $ - 3 -

CURRENT LIABILITIES
Accounts Payable $ - $ - $ -
Current Portion of Long-Term Debt - - -
Payables to Associated Companies (18,800) (316,321) 13,631
Security Deposits 2,360 1,810 1,110
Customer Meter Deposits, Current - - -
Current Portion of AIAC - - -
Accrued Taxes 12,250 (3,908) 10,000
Accrued Interest - - -
Other Current Liabilities 7,458 12,544 3,589
Total Current Liabilities $ 3,268 $ (305,875) $ 28,330

DEFERRED CREDITS
Customer Meter Deposits, less current $ - $ - $ -
Advances in Aid of Construction (in Progress) 5,000 5,000 5,000
Advances in Aid of Construction - - -
Accumulated Deferred Investment Tax Credits - - -
Accumuilated Deferred Income Taxes - - -
Contributions In Aid of Construction - - -
Accumulated Amortization - - -
Other Deferred Credits - - -
Total Deferred Credits $ 5,000 $ 5,000 $ 5,000
Total Liabilities & Common Equity $ 2,884,464 $ 2,948,743 $ 3,310,457

SUPPORTING SCHEDULES:

RECAP SCHEDULES
A-3
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Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015
Comparative Income Statements

Revenues
Flat Rate Revenue
Reclaimed Water Revenues
Other Wastewater Revenue
Total Revenues
Operating Expenses
Salaries and Wages
Purchased Water
Sludge Removal
Purchased Power
Fuel for Power Production
Chemicals
Materials and Supplies
Contractual Services - Professional
Contractual Services - Testing
Contractual Services - Other
Office Supplies and Expense
Rents
Transportation
Insurance
Regulatory Commission Expense
Miscellaneous
Depreciation and Amortization
Taxes Other Than Income
Property Taxes
Income Taxes

Total Operating Expenses
Operating Income
Other Income (Expense)
Interest and Dividend Income
AFUDC Income
Miscellaneous Non-Utility Expenses
Interest Expense

Total Other Income (Expense)
Net Profit (Loss)

SUPPORTING SCHEDULES:

Exhibit

Schedule E-2
Page 1

Witness: Bourassa

Test Prior Prior
Year Year Year
Ended Ended Ended
10/31/2015 10/31/2014 12/31/2013
$ 281,183 §$ 280,845 $ 283,304
1,575 1,692 1,790
$ 282,758 $ 282,537 $ 285,094
$ -8 - 8 -
2,379 2,453 2,270
2,204 917 6,910
16,374 25,219 26,467
770 - 1,347
3,171 1,779 1,711
40,990 39,576 50,903
11,872 18,646 11,332
12,995 13,540 54,942
100 104 430
6,288 7,323 15,628
21,362 15,830 14,034
168,567 166,103 175,969
34,283 18,484 13,845
$ 321,354 $ 309,974 $ 375,787
$ (38,596) $ (27,437) $ (90,692)
- - 105
(94) (72) (64)
$ (94) $ (72) $ 42
$ (38,690) $ (27,509) $ (90,651)
RECAP SCHEDULES:;

A-2
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Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015
Comparative Statements of Cash Flows

Exhibit

Schedule E-3
Page 1

Witness: Bourassa

Cash Flows from Operating Activities
Net Income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and Amortization
Depreciation and Amortization Adjustments
Changes in Certain Assets and Liabilities:
Accounts Receivable
Restricted Cash
Materials and Supplies Inventory
Prepaid Expenses
Deferred Charges
Receivables/Payables to Associated Co.
Accounts Payable
Interest Payable
Customer Meter and Security Deposits
Taxes Payable
Other assets and liabilities
Rounding
Net Cash Flow provided by Operating Activities
Cash Flow From Investing Activities:
Capital Expenditures
Plant Held for Future Use
Changes in Special Funds
Net Cash Fiows from Investing Activities
Cash Flow From Financing Activities
Change in Restricted Cash
Proceeds from Long-Term Debt
Net receipt of contributions in aid of construction
Net receipts of advances in aid of construction
Repayments of Long-Term Debt
Distributions
Deferred Financing Costs
Paid in Capital
Net Cash Flows Provided by Financing Activities
Increase(decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year

SUPPORTING SCHEDULES:

Workpapers

Test Prior Prior
Year Year Year
Ended Ended Ended
10/31/2015 10/31/2014 12/31/2013
$ (38,690) $ (27,509) $ (90,651)
168,567 166,103 175,969
11,057 (5,628) (11,876)
(19,631) (1,370) 5,888
2,031 1,615 16,337
297,521 (329,952) 1,328
550 700 270
16,158 (13,908) 2,131
18,383 8,955 (11,573)
M - 1
$ 455944 § (200,994) $ 87,822
(98,674) (45,622) (6,543)
$ (98,674) $ (45,622) $ (6,543)
(334,733)
5,001
3 (334,733) § - $ 5,001
22,537 (246,616) 86,280
7,773 254,389 168,109
$ 30,310 $ 7773 § 254,389
RECAP SCHEDULES:

A-5




Liberty Utilities (Entrada Del Oro Sewer) Corp. Exhibit
Test Year Ended October 31, 2015 Schedule E-4
Statement of Changes in Stockholder's Equity Page 1
Witness: Bourassa

Line
No.

1 Stockholder's Retained

2 Equity ) Earnings Total

3

4 Balance, December 31, 2011 $ 3,362,778 $ - $ 3,362,778
5 Addnl Paid In Capital Adjustment 5,001 5,001
6 Distributions -

7 Rounding -

8 NetIncome (90,651) (90,651)
9

10 Balance, December 31, 2012 $ 3,367,779 $ (90,651) $ 3,277,128
11 Addnl Paid In Capital Adjustment - -

12 Distributions - -
13 Rounding -
14 Net Income (27,509) (27,509)
15

16 Balance, December 31, 2013 $ 3,367,779 $ (118,160) $ 3,249,619
17 Addnl Paid In Capital Adjustment - -
18 Distributions -
19 Rounding -
20 NetIncome (38,690) (38,690)
21

22 Balance, December, 2014 $ 3,367,779 § (156,850) $ 3,210,929
23

24

25

26

27

28

SUPPORTING SCHEDULES: RECAP SCHEDULES:
E-1
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24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41

43

Acct.
No.

351
352
353
354
355
360
361
362
363
364
365
366
367
370
371
374
375
380
381
382
389
390
390.1
391
392
393
394
395
396
397
398

Liberty Utilities (Entrada Del Oro Sewer) Corp.

Test Year Ended October 31, 2015
Detail of Plant in Service

Plant Description

Organization

Franchise

Land

Structures & Improvements
Power Generation

Collection Sewer Forced
Collection Sewers Gravity
Special Collecting Structures
Customer Services

Flow Measuring Devices

Flow Measruring Installations
Reuse Services

Reuse Meters And Installation
Receiving Wells

Pumping Equipment

Reuse Distribution Reservoirs
Reuse Trans. and Dist. System
Treatment & Disposal Equipment
Plant Sewers

Outfall Sewer Lines

Other Sewer Plant & Equipment
Office Furniture & Equipment
Computers and Software
Transportation Equipment
Stores Equipment

Tools, Shop And Garage Equip
Laboratory Equip

Power Operated Equip
Communication Equip
Miscellaneous Equip.

Other Tangible Plant

TOTAL WATER PLANT

SUPPORTING SCHEDULES

Workpapers

Exhibit

Schedule E-5
Page 1
Witness: Bourassa
Plant
Additions,

Plant Reclass- Plant
Balance ications or Balance
at or at
10/31/2014 Retirements 10/31/2015
$ 37,898 $ - $ 37,898

808 (54) 754
400,000 - 400,000
553,774 23,014 576,788
71,070 53,846 124,916
7,141 - 7,141
483,631 (2,814) 480,817
122,760 - 122,760
3,845 - 3,845
2,457 - 2,457
26,226 - 26,226
163,336 5,129 168,465
126,541 - 126,541
2,138,581 7,103 2,145,684
27,752 - 27,752
5,541 - 5,541

- 13,935 13,935

5,463 - 5,463
6,021 - 6,021

$ 4182845 $ 100,159 $ 4,283,004

RECAP SCHEDULES:

A4
E-1




Liberty Utilities (Entrada Del Oro Sewer) Corp. Exhibit
Test Year Ended October 31, 2015 Schedule E-7
Operating Statistics Page 1
Witness: Bourassa
Test Prior Prior
Year Year Year
Line Ended Ended Ended
No. 10/31/2015 10/31/2014 12/31/2013

1 WASTEWATER STATISTICS:
2
3
4
5 Total Gallons Treated (in Thousands) 12,226 11,883 11,657
6
7
8
9 Wastewater Revenues from Customers:” $ 282758 $ 282537 $ 285,094
10
11
12
13
14 Year End Number of Customers 336 337 337
15
16
17 Annual Gallons (in Thousands)
18 Treated Per Year End Customer 36 35 35
19
20
21
22 Annual Revenue per Year End Customer $ 84154 $ 83839 $ 845.98
23
24 Pumping Cost Per 1,000 Gallons $ 13393 $ 21222 % 22706
25 Purchased Water Cost per 1,000 Gallons $ 0.1946 $ 02064 $ 0.1947
26
27 ' Effective customer. An effective customer considers the number of units served for multi-unit customers.
28
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Liberty Utilities (Entrada Del Oro Sewer) Corp. Exhibit

Test Year Ended October 31, 2015

Description

State Income Taxes
Federal Income Taxes
Payroll Taxes
Property Taxes

Totals

Taxes Charged to Operations

Schedule E-8
Page 1
Witness: Bourassa

Test Prior Prior
Year Year Year
Ended Ended Ended

10/31/2015 10/31/2014 12/31/2013

$ - 8 - s -

34,283 18,484 13,845

$ 34283 § 18484 $ 13,845
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Liberty Utilities (Entrada Del Oro Sewer) Corp. Exhibit
Test Year Ended October 31, 2015 Schedule E-9
Notes To Financial Statements Page 1
Witness: Bourassa

The Company does not conduct independent audits, reviews and/or compilations. Accordingly, there are no
notes which are typically associated with these financial statements. Management makes the following
notations to the finanical statements contained herein:

Significant Accounting Policies - The Company prepares its financial statements in accordance with
accounting principles generally accepted in the United States of America and the accounting records of the are
are maintained in accordance with the uniform system of accounts as prescribed by the National Association
of Regulatory Utility Commissioners (USOA 1996). Significant accounting policies are as follows:

Utility Plant - Property, plant and equipment is stated at cost less accumulated depreciation provided on a
straight-line basis.

Depreciation rates for asset classes of utility property, plant and equipment are established by the
Commission. The cost of additions, including betterments and replacements of units of utility fixed assets are
charged to utility property, plant and equipment. When units of utility property are replaced, renewed or
retired, their cost plus removal or disposal costs, less salvage proceeds, is charged to accumulated
depreciation.

Revenue Recognition - Revenues are recognized on the accrual method. Under this method, revenue is
recognized when earned rather than when collected, and expenses are recognized when incurred rathet than
when paid.

Contributions in Aid of Construction - Contributions in aid of construction (CIAC) are nonrefundable contributions

by developers and customers for plant expansion. in addition, this amount includes the remaining balance, if any,
of advances in aid of construction at the end of the repayment period. The contributions in aid of construction are
being amortized at a rate equal to the rate allowed for depreciation, as a reduction of depreciation expense

Advances in Aid of Construction - Customer advances for construction are subject to refund in accordance with
agreements approved by the Arizona Corporation Commission. Agreements provide for refunds which are typically
equal to 10 percent of annual water revenue generated from the expansion. The repayments are for a maximum

agreed upon period or until repaid in full. Any balance remaining at the end of the agreed-upon period for repayment

becomes a contribution in aid of construction.
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Liberty Utilities (Entrada Del Oro Sewer) Corp.
Test Year Ended October 31, 2015
Projected Income Statements - Present & Proposed Rates

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

Operating Expenses

Salaries and Wages
Purchased WasteWater Treatment
Sludge Removal
Purchased Power
Fuel for Power Production
Chemicals
Materials and Supplies
Contractual Services - Professional
Contractual Services - Testing
Contractual Services - Other
Office Supplies and Expense
Rents
Transportation
Insurance
Regulatory Commission
Scottsdale Capacity (Operating Lease)
Miscellaneous
Depreciation and Amortization
Taxes Other Than Income
Property Taxes
Income Taxes

Total Operating Expenses

Operating Income

Other Income (Expense)
Interest Income
Other income
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets

Total Other Income (Expense)

Net Profit (Loss)

SUPPORTING SCHEDULES:
C-1

Exhibit

Schedule F-1
Page 1

Witness: Bourassa

At Present At Proposed

Rates Rates

Test Year Year Year

Actual Ended Ended
Results 12/31/2016 12/31/2016
281,183 $ 279,713 § 534,356
1,575 1,575 1,575
282,758 $ 281,288 $ 535,931

- $ - $ -
2,379 2,379 2,379
2,204 2,204 2,204
16,374 16,374 16,374
770 770 770
3,171 3,171 3,171
40,990 46,007 46,007
11,872 11,872 11,872
12,995 12,995 12,995
100 100 100
6,288 6,288 6,288
- 43,333 43,333
21,362 21,362 21,362
168,567 135,073 135,073
34,283 17,062 22,243
- (12,294) 62,674
321,354 306,697 386,846
642,707 $ 613,394 $ 773,691
(359,950) $ (332,107) $  (237,760)
(94) (22,606) (22,606)
(84) $ (22,606) $ (22,606)
(360,044) $ (354,712) $  (260,366)
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Liberty Utilities (Entrada Del Oro Sewer) Corp. Exhibit

Test Year Ended October 31, 2015 Schedule F-2
Projected Statements of Changes in Financial Position Page 1
Present and Proposed Rates Witness: Bourassa

At Present At Proposed

Rates Rates

Test Year Year Year

Ended Ended Ended
10/31/2015 12/31/2016 12/31/2016

Cash Flows from Operating Activities
Net Income $ (38,690) $ (48,015) $ 126,479
Adjustments to reconcile net income to net cash

provided by operating activities:

Depreciation and Amortization 168,567 135,073 135,073
Depreciation Adjustments 11,057
Changes in Certain Assets and Liabilities:

Accounts Receivable (19,631)
Unbilled Revenues -
Materials and Supplies Inventory -
Prepaid Expenses 2,031

Deferred Charges -
Receivables/Payables to Associated Co. 297,521

Accounts Payable -
Intercompany payable -
Customer Meter Deposits 550

Taxes Payable 16,158
Other assets and liabilities 18,383
Rounding (1)
Net Cash Flow provided by Operating Activities $ 455945 $ 87,058 % 261,553
Cash Flow From Investing Activities:
Capital Expenditures (98,674) (31,396) (31,396)

Plant Heid for Future Use
Changes in debt reserve fund

Net Cash Flows from Investing Activities $ (98,674) $ (31,396) $ (31,396)
Cash Flow From Financing Activities
Change in Restricted Cash - - -
Change in net amounts due to parent and affiliates - - -
Net Receipt contributions in aid of construction - - -
Net receipts of advances in aid of construction - - -
Repayments of Long-Term Debt -

Dividends Paid (334,733) (111,578) (111,578)

Deferred Financing Costs - - -

Paid in Capital - 1,667 1,667
Net Cash Flows Provided by Financing Activities $ (334,733) $ (109,911) $ (109,911)
Increase(decrease) in Cash and Cash Equivalents 22,538 (54,248) 120,247
Cash and Cash Equivalents at Beginning of Year 7,773 30,311 30,311
Cash and Cash Equivalents at End of Year $ 30311 § (23,937) $ 150,558

SUPPORTING SCHEDULES:
E-3




Line

No.

1

2 Account
3 Number
4 351
5 352
6 353
7 354
8 355
9 360
10 361
11 362
12 363
13 364
14 366
15 367
16 370
17 371
18 374
19 375
20 380
21 381
22 382
23 389
24 390
25 390.1
26 391
27 392
28 393
29 394
30 396
31 397
32 398
33

34

35

36

37 Total
38

39

40

Liberty Utilities (Entrada Del Oro Sewer) Corp.

Test Year Ended October 31, 2015

Projected Construction Requirements

Plant Asset:

Organization

Franchise

Land

Structures & Improvements
Power Generation

Collection Sewer Forced
Collection Sewers Gravity
Special Collecting Structures
Customer Services

Flow Measuring Devices
Reuse Services

Reuse Meters And Installation
Receiving Wells

Pumping Equipment

Reuse Distribution Reservoirs
Reuse Trans. and Dist. System
Treatment & Disposal Equipment
Plant Sewers

Outfall Sewer Lines

Other Sewer Plant & Equipment
Office Furniture & Equipment
Computers and Software
Transportation Equipment
Stores Equipment

Tools, Shop And Garage Equip
Laboratory Equip
Communication Equip
Miscellaneous Equipment
Other Tangible Plant

Exhibit

Schedule F-3
Page 1

Witness: Bourassa

Test Year 15 2016 2017
$ - $ - $ - $ -
(54) - - -
23,014 11,541 6,000 6,000
53,846 - - -
(2,814) 375 500 500
- 3,000 2,000 2,000
- 5,000 - -
5,129 - - -
7,103 6,000 8,000 6,000
13,935 - - -
- 5,180 240 240
- 300 400 400
$ 100,159 $ 31,396 $ 17,140 $ 15,140
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Liberty Utilities (Entrada Del Oro Sewer) Corp. Exhibit
Test Year Ended October 31, 2015 Schedule F-4
Assumptions Used in Rate Filing Page 1
Witness: Bourassa

Property Taxes were computed using the method used by the Arizona Department
of Revenue modified for ratemaking.

Projected construction expenditures are shown on Schedule A-4.
Expense adjustments are shown on Schedule C2, and are explained in the testimony.

Income taxes were computed using statutory state and federal income tax rates.




Liberty Utilities (Entrada Del Oro Sewer) Corp. Exhibit
Revenue Summary Schedule H-1
With Annualized Revenues to Year End Number of Customers Witness: Bourassa
And Estimated Customer Growth
Test Year Ended October 31, 2015

Percent Percent
of of
Present Proposed

Line Present Proposed Dollar Percent Sewer Sewer

No.  Customer Classification Revenues Revenues Change Change Revenues Revenues

1 Residential $ 281190 $ 537213 $ 256,023 91.05%  100.53% 100.53%

2

3

4

5

6  Subtotal Revenues $ 281,190 $ 537,213 § 256,023 91.05%  100.53% 100.53%

7

8 Residential customer revenue

9 annualized to end of year, based on

10 year end number of customers

11 Residential (1,470) (2,808) (1,338) 91.05% -0.53% -0.53%

12

13

14

15 Subtotal Annualization $ (1,470) $ (2,808) $ (1,338) 91.05% -0.53% -0.53%

16

17 _ Subtotal Revenues (including annualization) 279,720 534,405 254,685 91.05%  100.00% 100.00%

18 Misc Revenues 1,575 1,575 0 0.00% 0.00% 0.00%

19 Reconcilation amount to C-1 (7) {49) (42) 600.00% 0.00% 0.00%

20 Totals $ 281288 §$ 535931 §$ 254,643 90.53%  100.00% 100.00%

21

22

23

24

25

26

27

28

29

30 Reconciliation to Recorded Revenues

31

32 Sewer Service Revenues Per GL $ 281,183

33 Add:

34 Less:

35

36 NetGL $ 281,183

37  Per Bill Count (w/out annualization) (line 6) 281,190

38 Difference (7)

39 Percent -0.002%

40
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Bill Comparison
Customer Classification

Residential
Present  Proposed Dollar Percent
Bill Bill Increase Increase

$ 7000 $ 133.74 § 63.74 91.05%

Liberty Utilities (Entrada Del Oro Sewer) Corp.

Exhibit

Schedule H-4
Page 1

Witness: Bourassa

Present Rates:
Monthly Charge: $

Proposed Rates:
Monthly Charge: $

70.00

133.74
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INTRODUCTION.
PLEASE STATE YOUR NAME AND ADDRESS.

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,
Phoenix, Arizona 85029.

ARE YOU THE SAME THOMAS J. BOURASSA THAT FILED DIRECT
TESTIMONY ON RATE BASE, INCOME STATEMENT, REVENUE
REQUIREMENT AND RATE DESIGN FOR LIBERTY UTILITIES
(ENTRADA DEL ORO SEWER) CORP.?

Yes. I have prepared direct testimony on rate base, income statement, revenue
requirement and rate design, along with the A-F and H schedules, for Liberty
Utilities (Entrada Del Oro Sewer) Corp. (“Liberty EDO”). Testimony regarding
my background and qualifications is contained in that volume of my direct
testimony. In this portion, I address the cost of capital for Liberty EDO.
SUMMARY OF TESTIMONY AND THE PROPOSED COST OF CAPITAL.
WHAT IS THE PURPOSE OF THIS PORTION OF YOUR DIRECT
TESTIMONY?

I will testify in support of the proposed rates of return for Liberty EDO. Iam
sponsoring the D Schedules, which are attached to this testimony, along with
Exhibits TJB-COC-DT1, TJB-COC-DT2, and TJB-COC-DT3 discussed
herein.

PLEASE SUMMARIZE YOUR COST OF CAPITAL TESTIMONY.

I have determined that the cost of equity for the publicly traded water utilities falls
in the range of 9.7 percent to 10.3 percent with an average of 10.0 percent. After
considering the differences in business and financial risk between Liberty EDO and
the publicly traded water utilities, I have found that the cost of equity for Liberty
EDO in the range of 11.7 percent to 12.3 percent with a mid-point of 12.0 percent.

|
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OKAY, THANK YOU MR. BOURASSA. WHAT IS LIBERTY EDO’S
CAPITAL STRUCTURE?

The actual capital structure for Liberty EDO at the end of the test year (October 31,
2015) was 100 percent equity. However, Liberty EDO is requesting approval of
long-term debt concurrently with this rate application, which will bring the debt-to-
equity ratio for both companies to 30 percent debt and 70 percent equity.
Therefore, I am assuming a capital structure consisting of 30 percent debt and 70
percent equity for Liberty EDO for purposes of my analysis and recommendations.
WHAT COST OF DEBT DID YOU UTILIZE?

I used a cost of debt equal to 3.50 percent. The cost of debt is based upon the
recent three-month average 10-year treasury rate' of 2.20 percent plus 130 basis
points.?

WHAT ABOUT THE WEIGHTED AVERAGE COSTS OF CAPITAL?
Liberty EDO’s weighted cost of capital is 9.45 percent.’

PLEASE SUMMARIZE THE APPROACH YOU USED TO ESTIMATE
THE COST OF EQUITY.

The cost of equity for Liberty EDO cannot be estimated directly because the equity
is not in the form of a publicly traded security and there is no market data.
Consequently, I applied market based models (Discounted Cash Flow (“DCF”),
Risk Premium Model (“RPM”), and Capital Asset Pricing Model (“CAPM”)) using
data from a sample of water utilities selected from the Value Line Investment

Survey, and then determined the difference in risk between Liberty EDO and the

! Average of November 2014, December 2014, and January 2015 10-year U.S. Treasury
monthly average yield.

2 Terms of debt are 3 month average of 10-year U.S. Treasury yield plus 130 basis points.
3 Schedule D-1.
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publicly traded water utilities. There are seven publicly traded water utilities in my
sample: American States Water, Aqua America, California Water, Connecticut
Water, Middlesex Water, SIW Corp., and York Water Company. As explained
later in my testimony, these companies aren’t really comparable to Liberty EDO,
but the publicly traded utilities are utilities with available market data, and they are
the same proxies the Commission’s Utilities Division Staff has relied on for data
on water utilities in a number of recent water and sewer utility rate cases.

Consistent with my past practice, and the Commission’s past practices in
prior rate cases, my specification of the DCF model is based on historical growth
and analysts’ growth projections, current indicated annual dividends, and actual
stock price information. Similarly, my CAPM approach is specified with actual
and projected market data with respect to Treasury yields, Beta estimates from
Value Line,” market risk premia data from Duff & Phelps® and Value Line.
My RPM approach is based upon comparing historical total market returns
obtained from Value Line with historical Treasury yields.

In assessing the results of my DCF, CAPM, and RPM analyses, I considered
several specific risk trends, including the effect of a potential rise in interest rates.
In my view, this approach appropriately balances practical concerns regarding
certain underlying assumptions associated with each methodology or approach
used to determine a cost of equity.

Q. DID YOU CONSIDER OTHER FACTORS, IN ADDITION TO THE
ANALYSES DESCRIBED ABOVE, IN ORDER TO DETERMINE THE
APPROPRIATE ROE?

* Value Line Investment Analyzer.

> Duff & Phelps, LLC. 2015 Valuation Handbook; Guide to Cost of Capital. Hoboken,
NI: John Wiley and Sons, 2015 (“Duff & Phelps™).




1] A. Yes, in addition to the three distinct analyses discussed above, I considered the
2 following: (1) the economic conditions expected to prevail during the period in
3 which new rates will be in effect; (2) the financial risks associated with the
4 proposed pro forma capital structures; (3) the incremental business risks associated
5 with the small size; and (4) an assessment of the business risks associated relative
6 to the large publicly traded utilities. I considered explicit adjustments to my ROE
7 estimates for these factors and I did take them into consideration when determining
8 where, within a reasonable range of analytical results from the DCF, CAPM and
9 RPM methods, the required ROE rightly falls. As explained earlier, I also
10 considered the unique Arizona regulatory environment and the inherent limitations
11 faced by utilities operating in this state.
12 | Q. HAVE YOU DEVELOPED A RECOMMENDATION FOR THE RATE OF
13 RETURN THAT SHOULD BE APPLIED TO LIBERTY EDO’S FAIR
14 VALUE RATE BASE?
15 | A. Yes. I recommend a fair value rate of return (“FVROR”) of 6.92 percent.
16 | Q. BRIEFLY SUMMARIZE THE APPROACH YOU USED TO DETERMINE
17 THE FVROR.
18 1 A. I have estimated the FVROR that should be applied to the fair value rate base
19 (“FVRB”) using the methodology the Commission has approved in other recent
20 rate cases. In those instances, the Commission determined the FVROR by
21 applying the market return on equity and the cost of debt to the utility’s original
22 cost rate base (“OCRB™) based on the percent of equity and debt in the utility’s
23 proposed capital structure. The Commission then applies a different rate,
24 traditionally one half of the risk-free rate, to what has been commonly referred to
25 as the “fair value increment.”® The fair value increment is the difference between
26 | © Decision No. 70665 (December 24, 2008), p. 32.
Aot snanas Conrossmron
4




1 the original cost rate base (“OCRB”) and the FVRB. The FVROR is then the sum
2 of the returns on each of the three components: (1) equity capital, (2) debt capital,
3 and (3) the fair value increment, weighted by the percentage of each in the FVRB.
4 I discuss this more detail later in my testimony.
5 ( III. OVERVIEW OF THE RELATIONSHIP BETWEEN RISK AND THE
. EXPECTED RETURN ON INVESTMENT.
71 Q. WHAT EXACTLY IS THE COST OF EQUITY?
8 The cost of equity is the rate of return that equity investors expect to receive on
9 their investment. Investors can choose from numerous investment options, not
10 simply publicly traded stock. Investments have varying degrees of risk, ranging
11 from relatively low risk assets such as Treasury securities to somewhat higher risk
12 corporate bonds to even higher risk common stocks. As the level of risk increases,
13 investors require higher returns on their investment. The cost of equity is therefore
14 the expected rate of return that the market requires to attract funds to a particular
15 investment.” Finance models that are used to estimate the cost of equity rely on
16 this basic concept.
171 Q. CAN YOU ILLUSTRATE THE CAPITAL MARKET RISK-RETURN
18 CONCEPT?
19 1 A. Yes. The following graph depicts the risk-return relationship that has become
20 widely known as the Capital Market Line (“CML”). The CML illustrates in a
21 general way the risk-return relationship.
22
23
24
207 Pratt, Shannon P. and Grabowski, Roger J. Cost of capital: Applications and Examples,
26 | Fifth Edition. Hoboken, NJ: John Wiley and Sons, 2014, p. 2.
5
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The Capital Market Line (CML)

Expected Rate of Return

20% [~

Common

. Stocks :

15% Speculative
Investment
Treasury

9 - -

10% Bills Non-investment
Grade Bonds
5%
Investment

Grade Bondsg

Higher —
Risk

The CML can be viewed as a continuum of the available investment opportunities
for investors. Investment risk increases as you move upward and to the right along
the CML. Again, the return required by investors increases with the risk.

HOW DOES THE RISK-RETURN TRADE OFF CONCEPT WORK IN
THE CAPITAL MARKET?

As indicated by the CML, the allocation of capital in a free market economy is
based upon the relative risk of, and expected return from, an investment.
In general, investors rank investment opportunities in the order of their relative
risks. Investment alternatives in which the expected return is commensurate with
the perceived risk become viable investment options. If all other factors remain

equal, the greater the risk, the higher the rate of return investors will require to

6
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compensate them for the possibility of loss of either the principal amount invested
or the expected annual income from such investment.

Short-term Treasury bills provide a high degree of certainty and in nominal
terms (after considering inflation) are considered virtually risk free. Long-term
bonds and preferred stocks, having priority claims to assets and fixed income
payments, are relatively low risk, but are not risk free. The market values of long-
term bonds often fluctuate when government policies or other factors cause interest
rates to change. Common stocks are higher and farther to the right on the CML
continuum because they are exposed to more risk. Common stock risk includes the
nature of the underlying business and financial strength of the issuing corporation
as well as market-wide factors, such as general changes in capital costs.

The capital markets reflect investor expectations and requirements each day
through market prices. Prices for stocks and bonds change to reflect investor
expectations and the relative attractiveness of one investment relative to others.
While the example provided above seems straightforward, returns on common
stocks are not directly observable in advance, in contrast to debt or preferred stocks
with fixed payment terms. This means that these returns must be estimated from
market data. Estimating the cost of equity capital should be a matter of informed
Judgment about the relative risk of the investment in question and the expected rate
of return characteristics of other alternative investments. It isn’t sufficient, in my
view, to simply run a financial model and just uncritically accept the results.

The estimation of a utility’s cost of equity is complex. It requires an
analysis of the factors influencing the cost of various types of capital, such as
interest on long-term debt, dividends on preferred stock, and earnings on common
equity. The data for such an analysis comes from highly competitive capital

markets, where the firm raises funds by issuing common stock, selling bonds, and
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by borrowing (both long- and short-term) from banks and other financial
institutions. In the capital markets, the cost of capital, whether the capital is in the
form of debt or equity, is determined by two important factors: (1) the pure or real
rate of interest, often called the risk-free rate of interest; and (2) the uncertainty or
risk premium (the compensation the investor requires over and above the real or
pure rate of interest for subjecting his capital to additional risk).

PLEASE DISCUSS THESE FACTORS IN GREATER DETAIL.

The pure rate of interest essentially reflects both the time preference for and the
productivity of capital. From the standpoint of the individual, it is the rate of
interest required to induce the individual to forgo present consumption and offer
the funds thus saved to others for a specified length of time. Moreover, the pure
rate of interest concept is based on the assumption that no uncertainty affects the
investment undertaken by the individual, i.e., there is no doubt that the periodic
interest payments will be made and the principal returned at the end of the time
period. In reality, investments without any risk do not exist. Every commitment of
funds involves some degree of uncertainty.

Turning to the second factor affecting the cost of capital, it is generally
accepted that the higher the degree of uncertainty, the higher the cost of capital.
Investors are regarded as risk averse and require that the rate of return increase as
the risk(s) (uncertainty) associated with an investment increase(s).

CAN YOU PROVIDE SOME PERSPECTIVE ON YOUR PREVIOUS
DISCUSSION WITH RESPECT TO RETURNS ON COMMON STOCKS?
Yes. Conceptually,

[1]  Required Return for Return on a
Common Stocks = risk-free asset + Risk Premium
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where the risk premium investors require for common stocks will be higher than
the risk premium they require for investment grade bonds. This relationship is
depicted in the graph of the CML above. As I will discuss later in this testimony,
this concept is the basis of risk premium methods, such as the CAPM, that are used
to estimate the cost of equity.

PLEASE DISCUSS IN MORE DETAIL THE IMPACT OF RISK ON
CAPITAL COSTS.

With reference to specific utilities, risk is often discussed as consisting of two
separate types of risk: business risk and financial risk.

Business risk, the basic risk associated with any business undertaking, is the
uncertainty associated with the enterprise’s day-to-day operations. In essence, it is
a function of the normal day-to-day business environment, both locally and
nationally. Business risks include the condition of the economy and capital
markets, the state of labor markets, regional stability, government regulation,
technological obsolescence, and other similar factors that may impact demand for
the business product and its cost of production. For utilities, business risk also
includes the volatility of revenues due to abnormal weather conditions, degree of
operational leverage, regulation, and regulatory climate. Regulation, for example,
can compound the business risk if it is unpredictable in reacting to cost increases,
both in terms of the time lag and magnitude for recovery of such increases. This is
a problem in Arizona where regulatory lag is long and makes it difficult for utilities
to earn their authorized return, particularly in an inflationary environment and/or
when there is significant lag between the timing of investment in capital projects
and its recognition in rates. Not only is Arizona’s regulatory environment unique,
but there are also some limits on the Commission’s authority to use some of the

tools available to ameliorate the adverse consequences of regulatory lag.

9




1 Put simply, the greater the degree of uncertainty regarding these various factors
2 affecting a company’s business, the greater the risk of an investment in that
3 company and the greater the compensation required by the investor.
4 Financial risk, on the other hand, concerns the distribution of business risk
5 to the various capital investors in the utility. Permanent capital is normally divided
6 into three cateéories: long-term debt, preferred stock, and common equity.
7 Because common equity owners have only a residual claim on earnings after debt
8 and preferred stockholders are paid, financial risk tends to be concentrated in that
9 element of the firm’s capital. Thus, a decision by management to raise additional
10 capital by issuing additional debt concentrates even more of the financial risk of
11 the utility in the common equity owners.
12 | Q. WHAT ARE THE DETERMINANTS OF THE RISK FREE RATE IN
13 EQUATION [1)?
14 | A. The risk-free rate can be disaggregated into a “real” rate of interest and an inflation
15 premium (expected future inflation).
16 | Q. WHAT ARE THE DETERMINANTS OF THE REQUIRED RISK
17 PREMIUM FROM EQUATION [1]?
18 | A. The risk premium can be disaggregated into five general components: (1) Interest
19 Rate Risk; (2) Business Risk; (3) Regulatory Risk; (4) Financial Risk; and
20 (5) Liquidity Risk.?
21 Interest Rate Risk refers to the variability in return caused by subsequent
22 changes in interest rates and stems from the inverse relationship between interest
23 rates and asset prices. For example, bond prices fall when interest rates rise and
24 vice versa.
2% Morin, Dr. Roger A. New Regulatory Finance. Vienna, VA: Public Utilities Reports,
26 | Inc., 2006 (“Morin™), p. 36.
SEATRO LAY iRy
10
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Business risk, the basic risk associated with any business undertaking, is the
uncertainty associated with the enterprise’s day-to-day operations. In essence, it is
a function of the normal day-to-day business environment, both locally and
nationally, that collectively increases the probability that expected future income
flows accruing to investors might not be realized. Business risks include the
condition of the economy and capital markets, the state of labor markets, regional
stability, technological obsolescence, degree of competition, sales volatility,
government regulation, and other similar factors that may impact demand for the
business product and its cost of production. For utilities, business risk also
includes the volatility of revenues due to abnormal weather conditions and the
degree of operational leverage.

Regulatory risk refers to the quality and consistency of regulation applied to
a given regulated utility. Regulatory jurisdictions are evaluated on the basis of
three major factors: earnable return on equity, regulatory quality, and regulatory
practices.® These three factors collectively impact a utility’s ability to earn its
authorized return. The type of test year employed (historical or future), capital
structure and rate base issues, and length of regulatory lag are among the reasons a
utility may or may not have a reasonable opportunity to earn its authorized return.

Financial risk concerns the distribution of business risk to the various capital
investors in the utility and refers to the additional variability imparted to income
available to common shareholders stemming from the entity’s method of financing
its capital needs. As I discussed earlier, because common equity owners have only
a residual claim on earnings after debt and preferred stockholders are paid,

financial risk tends to be concentrated in that element of the firm’s capital.

® Morin, p.43.

11
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Construction risk is an important component of financial risk. Construction
risk is the risk of both tying capital up in projects that are not earning returns, or of
not having sufficient capital to build the assets needed to keep generating returns.
If an entity has a large construction budget relative to internally generated cash
flows, it will require external financing, which will also have an impact on
financial risk. It is important that entities have access to capital funds on
reasonable terms and conditions. Ultilities are very susceptible to construction risk
for two reasons. First, water and wastewater utilities generally have high capital
requirements to build plant to serve customers. Second, utilities have a mandated
obligation to serve leaving less flexibility both in the timing and discretion of
scheduling capital projects. This is compounded by the limited ability to wait for
more favorable market conditions to raise the capital necessary to fund the capital
projects. It is imperative that the utility has access to needed capital and on
reasonable terms and conditions. The return allowed on common equity will have
a critical role in determining those terms and conditions.

Although often discussed separately, the two types of risks (business and
financial) are interrelated. A study by Scott and Martin found statistically
significant results for unregulated firms in twelve industries that “smaller equity
ratios (higher leverage use) are generally associated with larger companies.”!!
One should expect unregulated enterprises to seek the best balance between debt
and equity to obtain the lowest overall cost of capital. The findings of Scott and
Martin suggest smaller firms find it prudent to offset higher business risks related

to being small by reducing financial risk. This evidence suggests the least cost

10 Morin, p. 48.

' Scott, D.F. and Martin, J.D., “Industry Influence on Financial Structure,” Financial
Management, Spring 1975, pp. 67-71.

12




1 equity ratio for Liberty EDO may be bigger than the average equity ratio for the

2 benchmark water proxy group.

3 Finally, Liquidity Risk refers to the ability to readily convert an investment

4 into cash without sustaining a loss. Capital market theory generally assumes that

5 investments are liquid and observations about risk and return are drawn from

6 information about liquid investments. Non-publicly traded or privately held

7 investments possess little liquidity.

8 | Q. ISINVESTMENT RISK IMPACTED BY SIZE?

9| A. Yes. Investment risk is size related.’? In other words, investment risk increases as
10 company size decreases.!* Investment liquidity may be a significant factor
11 explaining this relationship. However, the illiquidity of smaller stocks does not
12 capture the size effect completely.!* Size may be a proxy for one or more true
13 unknown factors correlated with size.!’
14 | IV. THE MEANING OF “JUST AND REASONABLE” RATE OF RETURN.
151 Q. HAVE THE COURTS SET FORTH ANY CRITERIA THAT GOVERN THE |
16 RATE OF RETURN THAT A UTILITY’S RATES SHOULD PRODUCE?
17 | A Yes. In 1923, the U.S. Supreme Court set forth the following criteria for ‘
18 determining whether a rate of return is reasonable in Bluefield Water Works and
19 Improvement Co. v. Public Service Commission of West Virginia, 262 U.S. 679,
20 692-93 (1923):
21 A public utility is entitled to such rates as will permit it to

carn a return on the value of the property which it employs
22 for the convenience of the public equa{)to that generally Eeing
23 made at the same time and in the same general part of the
12 :
u] ?/Id.orln, p. 49.
25 | " Dyff & Phelps, pp. 4-21 — 4-22.
26 | ©° Duff & Phelps, p. 4-25.
SEATRQ LAY, P
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country on investments on other business undertakings which

are attended by corresponding risks and uncertainties .... The

return should be reasonably sufficient to assure confidence in

the financial soundness of the utility and should be adequate,

under efficient and economical management, to maintain and

support its credit and enable it to raise money necessary for

“the proper discharge of its public duties. A rate of return may

be reasonable at one time and become too high or too low by

changes affecting opportunities for investment, the money

market, and business conditions generally.
Then, in Federal Power Commission v. Hope Natural Gas Co., 320 U.S. 591
(1944), the U.S. Supreme Court stated the following regarding the return to owners
of an entity:

[T]he return to the equity owner should be commensurate
with returns on investments in other enterprises having
corresponding risks.  That return, moreover, should be
sufficient to assure confidence in the financial integrity of the
enterprise, so as to maintain its credit and to attract capital.

320 U.S. at 603.
In summary, under Hope and Bluefield:
(1) The rate of return should be similar to the return in businesses with
similar or comparable risks;
(2)  The return should be sufficient to ensure the confidence in the
financial integrity of the utility; and
(3)  The return should be sufficient to maintain and support the utility’s
credit.
HAVE THESE CRITERIA BEEN APPLIED IN REGULATORY
PROCEEDINGS?
Yes, but the application of the “reasonableness” criteria laid down by the Supreme
Court has resulted in controversy. The typical method of computing the overall
cost of capital is quite straightforward: it is the composite, weighted cost of the

various classes of capital (debt, preferred stock, and common equity) used by the

14
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utility. Calculating the proportion that each class of capital bears to total capital
does the weighting. However, there is no consensus regarding the best method of
estimating the cost of equity capital. The increasing regulatory use of market-
based finance models in equity return determinations has not led to a universally
accepted means of estimating the ROE. In addition, the market-based results are
too often applied to a book-value investment base, which, as I will discuss,
understates the return expected by investors who invest in real markets based on

market values.

THE ESTiMATED COSTS OF EQUITY FOR LIBERTY EDO.
A. The Publicly Traded Utilities That Comprise the Sample Group Used to

Estimate the Cost of Equity.

PLEASE DESCRIBE THE APPROACH YOU FOLLOWED IN YOUR
COST OF CAPITAL ANALYSIS FOR LIBERTY EDO.
Again, estimating the cost of equity is a matter of informed judgment.
The development of an appropriate rate of return for a regulated enterprise involves
a determination of the level of risk associated with that enterprise and the
determination of an appropriate return for that risk level. Practitioners employ
various techniques that provide a link to actual capital market data and assist in
defining the various relationships that underlie the equity cost estimation process.
Liberty EDO is not publicly traded so the information required to directly
estimate its cost of equity is not available. Accordingly, as previously noted, I used
a sample group of water utilities as a starting point to develop an appropriate cost
of equity for Liberty EDO. An analysis of a proxy group serves as a starting point
because no proxy group is identical in risk to Liberty EDO. Therefore, the proxy
group's results must be adjusted to reflect the unique relative risks, financial and

business risks, as I will discuss in detail below.
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WHICH COMPANIES COMPRISE YOUR SAMPLE GROUP?

For the three models employed in my analysis, I used data from a sample of
publicly traded water utilities, or proxy group, selected from the Value Line
Investment Survey as a starting point. There are seven water utilities in my sample:
American States Water (“AWR”), Aqua America (“WTR”), California Water
Company (“CWT”), Connecticut Water (“CTWS”), Middlesex Water (“MSEX”),
SIW Corp. (“SIW?), and York Water Company (“YORW™).

The basis of selection for the proxy group of seven water companies was to
select those companies that meet the following criteria: (1) they are included in the
Water Company Group of AUS Utility Reports (February 2016); (2) they are
followed by the Value Line Investment Survey; (3) they have at least ten years of
historical financial and market information; (4) they have a Value Line adjusted
beta; (5) they have not cut or omitted their common dividends during the five years
ending 2015 or through the time of the preparation of this testimony; (6) they have
60 percent or greater of 2015 total net operating income derived from regulated
water operations; and (7) at the time of the preparation of this testimony, they had
not publicly announced that they were involved in any major merger or acquisition
activity.

BUT THE WATER UTILITIES IN YOUR SAMPLE ARE NOT DIRECTLY
COMPARABLE TO LIBERTY EDO?

That is correct. But they are utilities for which market data is available. All of
them are regulated, they primarily provide water service, although some provide
both water and wastewater services, and their primary source of revenues is from
regulated services. Therefore, they provide a useful starting point for developing a
cost of equity for Liberty EDO, recognizing that the proxy group is not perfectly

comparable.

16
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BRIEFLY, WHY IS A PROXY GROUP NECESSARY FOR COMPARISON
IN A COST OF CAPITAL ANALYSIS?
First, a fair rate of return for a specific utility is the return required by investors to
hold correspondingly risky assets. Market data for a sample of comparable risk
companies provides insight into the investors’ required return, and that satisfies the
U.S. Supreme Court’s decisions in Bluefield and Hope, which I discussed earlier.
The comparable earnings standard set forth in the Hope and Bluefield decisions
requires that the rate of return afforded to utilities be similar to the return in
businesses with similar or comparable risks. It follows that a proxy group of
companies with comparable risk is the starting point in a cost of capital analysis.
Second, a primary objective of rate regulation is to determine an authorized
ROE that is both fair to customers and provides satisfactory returns for the subject
utility. The best estimate of that ROE is the cost of equity for Liberty EDO.
The cost of equity is a cost of service fairly recovered from customers through
rates. It is also satisfactory to investors in Liberty EDO, because it is
commensurate with returns an investor in these utilities would expect to earn from
investments of comparable risk. To estimate the cost of equity requires market
data that reveal investor-required returns. But Liberty EDO is not publicly traded
so there is no market information to determine the cost of equity. This necessitates
the selection of a proxy group.
THANK YOU. CAN YOU PLEASE PROVIDE A GENERAL
DESCRIPTION OF THE WATER UTILITIES IN YOUR SAMPLE?
Yes. Schedule D-4.2 lists the percentages of regulated revenues, operating
revenues, net plant, S&P bond ratings, allowed ROEs, Value Line betas, market
capitalization, and market size category for the seven water utilities. Comparative

data for Liberty EDO is also shown in Schedule D-4.2. The seven sample
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companies may be generally described as follows:

)

)

€)

American States Water (AWR) primarily serves the California

market through Golden State Water Company, which provides water
services to over 256,000 customers within 75 communities in
10 counties in the State of California, primarily in Los Angeles,
San Bernardino, and Orange counties. AWR also owns an electric
utility service provider, Bear Valley Electric Service, with over
23,600 customers. AWR also provides contractual services to the
U.S. government and private entities located in 5 states through its
subsidiary, American States Utility Services. Total operating
revenues for AWR are nearly $465 million and net plant is nearly
$999 million.

Aqua America (WTR) owns regulated utilities in Pennsylvania,

Ohio, North Carolina, Illinois, Texas, New Jersey, Indiana, and
Virginia, serving nearly 940,000 customers. WTR’s utility base is
diversified among residential water, commercial water, fire
protection, industrial water, other water, and wastewater customers.
Total operating revenues for WTR are nearly $780 million and net
plant is over $4.4 billion.

California Water Service Group (CWT) owns subsidiaries in

California, New Mexico, Washington, and Hawaii serving nearly
506,000 customers. CWT also owns HWS Utility Services, which
conducts CWT’s non-regulated business. These services include
providing billing, water quality testing, and water and wastewater
system operations and management services to cities and other

companies. Operating revenues for CWT are nearly $598 million

18




1 and net plant is nearly $1.6 billion.
2 (4)  Connecticut Water Services (CTWS) owns subsidiaries in
3 Connecticut and Maine serving over 123,000 customers. CTWS also
4 provides utility operating services under contract to municipalities
5 and other water systems. Revenues for CTWS are nearly $95 million
6 and net plant is nearly $495 million.
7 (5)  Middlesex Water (MSEX) owns subsidiaries in New Jersey, and
8 Delaware serving over 100,000 customers and provides water service
9 under contract to municipalities in central New Jersey serving a
10 population of 219,000. Operating revenues for MSEX are over $117
11 million and net plant is over $465 million.
12 (6) SIW Corp. (SJW) owns San Jose Water, which provides water
13 service in a 138 square mile area in San Jose, California, and
14 surrounding communities serving nearly 229,000 customers. SJW
15 also owns operations in Texas serving approximately 12,000
16 connections. San Jose Water Company also provides non-regulated
17 services under agreements with municipalities and other utilities.
18 Operating revenues for STW are nearly $318 million and net plant is
19 nearly $944 million.
20 (7)  York Water Company (YORW) provides water service in the state of
21 Pennsylvania serving over 65,000 water and wastewater customers in
22 more than 47 communities. Operating revenues for YORW are
23 nearly $46 million and net plant is nearly $250 million.
24 1 Q. DO ANY OF THE SAMPLE COMPANIES HAVE OPERATIONS IN
25 ARIZONA?
26 | A.  No, and that’s just one of several reasons why the publicly traded utilities are very
Kriostssin Conromngion
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different from Liberty EDO. The utilities in the water proxy group are much larger
and, according to the empirical financial data, they are less risky than the Liberty
EDO. Liberty EDO is much smaller with fewer customers, a relatively small and
limited service territory, far less revenues and far less net plant. At the end of the
test year, Liberty EDO had approximately 335 customers.

Additionally, Liberty EDO’s revenues totaled approximately $0.3 million,
and net plant-in-service was approximately $2.8 million. The average revenues of
my water proxy group are nearly 1,220 times greater than Liberty EDO, and those
entities have on average over 464 times the net plant of Liberty EDO. The smallest
of the publicly traded water utilities in my proxy group, York Water Company, has
over 166 times the revenues and over 88 times the net plant of Liberty EDO.

In other words, the proxy companies are a starting point but that does not
mean they are comparable. I will discuss specific measures of business risk that
quantify the differences between Liberty EDO and the water proxy group later in
my testimony.

DO RECENT DEVELOPMENTS IN THE WATER UTILITY INDUSTRY
IMPACT INVESTMENTS?

Yes. On the whole, the water and wastewater utility industry is expected to
continue to confront increasing need for infrastructure upgrades and replacement,
as well as possible additional demand. Value Line Investment Survey (January 15,
2016) continues to stress that many utilities have facilities that are decades old and
in need of significant maintenance and, in some cases, massive renovation and
replacement. As infrastructure costs continue to climb, many smaller companies
are at a serious disadvantage. Value Line notes that most of the companies in this
sector lack the finances necessary to fund improvements on their own. This will

require water utilities in this sector to rely heavily upon debt and equity offerings
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for funding. The additional funding will thwart share-earnings and dilute
shareholder gains. A copy of the most recent Value Line report on the water
industry along with each water utility in my proxy group is attached as Exhibit
TJB-COC-DT1.

WHAT OTHER RISK FACTORS DISTINGUISH LIBERTY EDO FROM
THE LARGER WATER UTILITIES IN YOUR PROXY GROUP?

First, water and wastewater utilities are capital intensive and typically have
relatively large construction budgets. As I have previously discussed in this
testimony, firms with large capital budgets face construction risk (a form of
financial risk). The size of a utility’s capital budget relative to the size of the utility
itself often increases construction risk. Large utilities are better able to fund their
capital budgets from their earnings, cash flows, and short-term borrowings.
For smaller utilities the ability to fund relatively large capital budgets from
earnings, cash flows, and short-term debt is difficult, if not impossible, without
reliance upon additional outside capital.

Second, smaller companies are simply less able to cope with significant
events that affect sales, revenues and earnings. In general, the loss of revenues
from a few larger customers or from trends in the reduction of usage by customers
through conservation or the makeup of the customer base, for example, would have
a greater effect on a small company than on a much larger company with a larger
customer base.

Third, there are a number of other factors, including the differences in
regulatory environments, differences in the type of test year used for rate making,
and differences in the available regulatory mechanisms for recovery of costs
outside of a rate case. The large water utilities in my water proxy group are

generally not subject to the adverse impacts of an unfavorable regulatory
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1 environment of one jurisdiction. In contrast, Liberty EDO is entirely subject to the
2 adverse impacts of Arizona regulation. Arizona is an historical test year state,
3 which means that plant investment will typically have to be funded, built and put in
4 service before the utility can file a rate case to put such plant in rates. Additionally,
5 the recent decision declaring the SIB unlawful and restrictively interpreting the
6 state’s unique constitutional requirements for utility regulation furthers the risk and
7 uncertainty of Arizona regulation.®
8 In summary, there are many factors that impact the ability of a smaller
9 utility to actually earn its authorized return. An inadequate opportunity to earn the
10 revenues authorized in a rate case leads to a greater variability of earnings for
11 entities like Liberty EDO when compared to the proxy group. This volatility
12 means greater risk, and greater risk requires higher returns.
13 | Q. ARE THERE QUANTITATIVE MEASURES THAT CAN BE USED TO
14 HELP IDENTIFY DIFFERENCES IN BUSINESS RISK?
15 | A.  Yes. There are a number of fundamental accounting based risk measures that can
16 be used to assess the relative differences between firms and include: (1) The co-
17 efficient of variance of ROE; (2) the co-efficient of variance of operating income;
18 (3) the co-efficient of variance of operating margin; and (4) Operating Leverage.
19 The first three reflect the distributions of earnings. These are meaningful when
20 measured against the distribution of earnings of alternative investments, like the
21 water utilities in my water proxy group.
22 The co-efficient of variance of ROE can be quantified using a relatively
23 simple formula:
24 [2] Co-efficient of Variance of ROE = Standard Deviation of ROE/Mean of ROE
25
26 | '® RUCO v. Arizona Corporation Commission (August 18, 2015).
N orE st Cokniarion
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The co-efficient of variance of operating income can be quantified using a
relatively simple formula:

[3] Co-efficient of Variance of Operating Income = Standard Deviation of
Operating Income/Mean of Operating Income
The co-efficient of variance of operating mérgin can be quantified using a
relatively simple formula:

[4] Co-efficient of Variance of Operating Margin = Standard Deviation of
Operating Margin/Mean of Operating Margin

And, the Operating Leverage formula is expressed as:

[5] Operating Leverage = Percentage Change in Operating Income/Percentage
Change in Sales

Using the business risk measures expressed in equations [2], [3], and [4], the
greater the co-efﬁcieﬂt of variation or Operating Leverage, the greater the risk to
investors of not receiving expected returns.!” Below are the computed co-efficient
of variation for ROE, Operating Income, and Operating Margin, as well as
Operating Leverage using the most recent 5 years of historical data for my water

proxy group and Liberty EDO:

Business
Business Risk Risk
Business Risk Co-efficient of  Co-efficient
Co-efficient of variance of of variance Operating
variance of Operating of Operating Leverage
Company ROE Income Margin
Water Proxy Group 0.1271 ' 0.1579 0.0895 3.06
Liberty EDO 0.4253 0.4223 0.4021 94.63
Relative Risk of Liberty EDO '
to Water Proxy Group 335 2.67 4.49 30.94

17 Tuller, Lawrence W. The Small Business Valuation. Avon, MA: Adams Media
Corporation, 1994, p. 89.
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These metrics show that Liberty EDO is 2.7 to 4.5 times more risky than the water
proxy group (ignoring operating leverage).

CAN METRICS LIKE A COMPANY’S CO-EFFICIENT OF ROE,
OPERATING INCOME, AND OPERATING MARGIN, BE USED ALONG
WITH MARKET DATA TO DEVELOP COMPANY-SPECIFIC RISK
PREMIUMS?

Yes. Duff & Phelps publishes comparative risk characteristics using market data
that provides a nexus between a market beta and the metrics operating margin, the
coefficient of variation in operating margin, and the coefficient of variation in
return on equity.!® This information can be used to develop an implied beta for
Liberty EDO for use in the CAPM. By comparing the results of the CAPM for the
water proxy group with the CAPM for Liberty EDO using the implied beta,
indicated risk premiums can be developed. As one would expect, the implied beta
for Liberty EDO is higher than the beta of my water proxy group. A risk premium
of 200 to 260 basis points over the cost of equity of the water proxy group is
indicated for Liberty EDO. I will discuss the indicated risk premiums and implied
beta in more detail in the Company Specific Risk Premium section of this direct
testimony.

WHAT ABOUT LIQUIDITY RISK, MR. BOURASSA?

A rational investor would not regard an investment in Liberty EDO as having the
same level of risk as WIR or even the smaller CTWS because of the previously
mentioned small size characteristics, and the fact that an investment in Liberty
EDO is relatively illiquid compared to the publicly traded water utilities. An

investor in a publicly traded stock can sell his/her stock in a very short period of

18 Duff & Phelps, Exhibits D-1 through D-3.
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time if he/she is dissatisfied with the returns. An investor in a non-publicly traded
stock does not have the ability to sell quickly. Consequently, investors will require
a greater risk premium, often called liquidity risk premium. As a consequence of
these differences in risk, the results produced by the DCF, RPM, and CAPM
methodologies, utilizing data for the sample utilities, often understate the
appropriate return on equity for a small, regulated water and/or wastewater utility
provider such as Liberty EDO.

IS THERE A RELATIONSHIP BETWEEN A UTILITY’S CAPITAL
STRUCTURE AND ITS COST OF CAPITAL?

Yes. Generally speaking, when a firm engages in debt financing, it exposes itself
to greater risk. Once debt becomes significant relative to the total capital structure,
the risk increases in a geometric fashion compared to the linear percentage increase
in the debt ratio itself. This risk is illustrated by considering the effect of leverage
on net earnings. For example, as leverage increases, the equity ratio falls. This
creates two adverse effects. First, equity earnings decline rapidly and may even
disappear. Second, the “cushion” of equity protection for debt falls. A decline in
the protection afforded debt holders, or the possibility of a serious decline in debt
protection, will act to increase the cost of debt financing. Therefore, one may
conclude that each new financing, whether through debt or equity, impacts the
marginal cost of future financing by any alternative method.

For a firm already perceived as being over-leveraged, this additional
borrowing would cause the marginal costs of both equity and debt to increase.
On the other hand, if the same firm instead successfully employed equity funding,
this could actually reduce the real marginal cost of additional borrowing, even if
the particular equity issuance occurred at a higher unit cost than an equivalent

amount of debt.
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HOW DO THE CAPITAL STRUCTURES OF THE SAMPLE WATER
UTILITIES COMPARE TO THE PROPOSED PRO FORMA CAPITAL
STRUCTURES FOR LIBERTY EDO?

Schedule D-4.3 shows that the debt and equity capital structure used to develop the
cost of capital for Liberty EDO contains 70 percent equity and 30 percent debt,
compared to the average of the water utility sample of approximately 56 percent
equity and 44 percent debt. Having less debt in its capital structure implies that
Liberty EDO has lower financial risk than the sample water utilities. I have taken
into account the lower financial risk of Liberty EDO compared to the water proxy
group using the Hamada method, which I will discuss later.

B. Overview of the DCF, RPM, AND CAPM Methodologies.

PLEASE EXPLAIN THE GENERAL APPROACHES TO ESTIMATING
THE COST OF CAPITAL.

There are two broad approaches:

1) identify comparable-risk sample companies and estimate the cost of

capital directly, or

2) find the location of the CML and estimate the relative risk of the

company, which jointly determines the cost of capital.

The DCF method is an example of a method falling into the first general
approach. It is a direct method, but uses only a subset of the total capital market
evidence. The DCF rests on the premise that the fundamental value of an asset
(stock) is its ability to generate future cash flows to the owner of that asset (stock).
I will explain the DCF in detail in a moment, but for now, the DCF is simply the
sum of a stock’s expected dividend yield and the expected long-term growth rate.

Dividend yields are readily available, but long-term growth estimates are not.
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The RPM and CAPM are examples of methods falling into the second
general approach. An equity risk premium is made first by determining the
relationship between the cost of equity and an interest rate over time. To
implement these approaches, it is generally assumed that the past relationship will
continue on into the future. The RPM generally uses a small subset of the capital
market evidence whereas the CAPM uses information on all securities rather than a
small subset. I will explain the RPM and CAPM in more detail later. For now,
both the RPM and CAPM reflect a risk-return relationship, often depicted
graphically as the CML. The RPM and CAPM cost of equity estimates are the sum
of a risk-free return and a risk premium.

Each of these methods measures investor expectations. In the final analysis,
ROE estimates are subjective and should be based on sound, informed judgment
rationally articulated and supported by competent evidence. I have applied two
versions of the DCF, one version of the RPM, and two versions of the CAPM to
“bracket” the fair cost of equity capital for the publicly traded water utilities in my
proxy group. I then add risk premiums to results of the models for the water proxy
group to account for the differences in business risk and regulatory risk between
the water proxy group and Liberty EDO.

C. Explanation of the DCF Model and Its Inputs.
PLEASE EXPLAIN THE DCF METHOD OF ESTIMATING THE COST OF
EQUITY.

The DCF model is based on the concept that the current price of a share of stock is
equal to the present value of future cash flows from the purchase of the stock.
In other words, the DCF model is an attempt to replicate the market valuation
process that sets the price investors are willing to pay for a share of an entity’s

stock. It rests on the assumption that investors rely on the expected returns
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(i.e., cash flow they expect to receive) to set the price of a security. The DCF
model in its most general form is:

[6] Po= CFl/(l-I—k) + CF2/(1+k)? + .... + CFy/(1+k)"
where k is the cost of equity; n the number of years and is a very large number;
Py is the current stock price; and, CFi1, CFa,...CF, are all the expected future cash
flows expected to be received in periods 1, 2, ... n.

Equation [6] can be written to show that the current price (Po) is also equal
to

[71  Po=CFi/(1+k) + CF2/(1+k)? + ... + P/(1+k)!
where P is the price expected to be received at the end of the period t. If the future
price (Py) included a premium (an expected increase in the stock price or capital
gain), the price the investor would pay today (in anticipation of receiving that
premium) would increase. In other words, by estimating the cash flows from the
purchase of a stock in the form of dividends and capital gains, we can calculate the
investor’s required rate of return, i.e., the rate of return an investor presumptively
used in bidding the current price to the stock (Po) to its current level.

Equation [7] is a Market Price version of the DCF model. As with the
general form of the DCF model in equation [6], in the Market Price approach the
current stock price (Po) is the present value of the expected cash inflows. The cash
flows are comprised of dividends and the final selling price of the stock.
The estimated cost of equity (k) is the rate of return investors expect if they bought
the stock at today’s price, held the stock and received dividends through the
transition period, and then sold it for price (Py).

CAN YOU PROVIDE AN EXAMPLE TO ILLUSTRATE THE MARKET
PRICE VERSION OF THE DCF MODEL?

Yes. Assume an investor buys a share of common stock for $40. If the expected
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dividend during the coming year is $2.00, then the expected dividend yield is
5 percent ($2.00/$40 = 5.0 percent). If the stock price is also expected to increase
to $43.00 after one year, this $3.00 expected gain adds an additional 7.5 percent to
the expected total rate of return ($3.00/$40 = 7.5 percent). Thus, the investor
buying the stock at $40 per share expects a total return of 12.5 percent (5 percent
dividend yield plus 7.5 percent price appreciation). The total return of 12.5 percent
is the appropriate measure of the cost of capital because this is the rate of return
that caused the investor to commit $40 of his capital by purchasing the stock.
PLEASE CONTINUE WITH YOUR DESCRIPTION OF THE DCF
MODEL.

Under the assumption that future cash flow is expected to grow at a constant rate
(“g”), equation [6] can be solved for k and rearranged into the simple form:

[81 k=CFi/Potg
where CF1/Po is the expected dividend yield and g is the expected long-term
dividend (price) growth rate (“g”). The expected dividend yield is computed as the
ratio of next period’s expected dividend (“CF1”) divided by the current stock price
(“Po”).

This form of the DCF model is known as the constant growth DCF model
and recognizes that investors expect to receive a portion of their total return in the
form of current dividends and the remainder through future dividends and capital
(price) appreciation. A key assumption of this form of the model is that investors
expect that same rate of return (k) every year and that market price grows at the
same rate as dividends. But, this has not been historically true for the water utility
sample, as shown by the data in Schedule D-4.4 and Schedule D-4.5. As a result,

estimates of long-term growth rates (g) should take this into account.
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1 | Q. ARE THERE ANY CONCERNS ABOUT APPLYING THE DCF MODEL
2 TO UTILITY STOCKS?
31 A There are a number of reasons Why caution must be used when applying the DCF
4 model to utility stocks. First, a non-publicly traded company does not have a stock
5 market price. Using the stock prices from a proxy group assumes that the stock of
6 Liberty EDO would be similarly priced and has similar dividend yields as the
7 publicly traded water companies. Second, the stock price and dividend yield
8 components may be unduly influenced by structural changes in the industry, such
9 as mergers and acquisitions, which influence investor expectations. Third, the
10 DCF model is based on a number of assumptions that may not be realistic given the
11 current capital market environment. The traditional DCF model assumes that the
12 stock price, book value, dividends, and earnings all grow at the same rate. This has
13 not been historically true for the sample water utility companies.
14 We should be especially concerned with the DCF model’s applicability
15 under current market conditions. The Federal Reserve’s past bond buying
16 programs have kept longer-term bond yields low and interest rates are expected to
17 rise,'® but in the meantime, and because bond yields are still very low, investors are
18 “chasing yields” and driving up the stock prices of companies that pay dividends,
19 like utilities. The Value Line Investment Survey (April 17, 2015) for the Water
20 Utility Industry noted:
21 Low bond yields seem to have driven many income-
oriented investors into the equity markets.” All this
22 money chasing income has brought down the yield on
water utilities, relative to the average stock. Currently,
23 the yield of a typical water utility is only about 60 fo
65 basis points higher than the average stock. This
24 spread is very low, on an historical basis.
25
26 | '° Blue Chip Financial Forecasts, August 2015.
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Consider that while dividend yields for the water proxy group have been
decreasing, 3-year, and 5-year annualized total returns for the water proxy group
are 12.09 percent and 11.62 percent, respectively, which are all significantly higher
than my DCF estimate of the cost of equity of 9.0 to 9.1 percent.?’ The expected
equity returns suggested by the market based DCF model does not line up with

recent experience in the markets. As Dr. Morin notes,

To the extent that increases (decreases) in relative
market valuation are anticipated by investors,
especially myopic investors with short-term
investment horizons, the standard DCF model will
understate (overstate) the cost of equity.?!

Another way of stating this point is that the DCF model does not account for
the ebb and flow of investor sentiments over the course of the business cycle. The
problem was particularly acute in the mid 1990’s and mid 2000°s where investors,
faced with very low returns on short-term fixed-income securities and an uncertain
market outlook, sought higher yields offered by utility stocks in a so-called flight to
quality, boosting their stock price and lowering the dividend yield.?? The
circumstances then are not so different than what has been occurring more recently.

Fourth, the application of the DCF model produces estimates of the cost of
equity that are consistent with investor expectations only when the market price of
a stock and the stock’s book value are approximately the same. The DCF model
will understate the cost of equity when the market-to-book ratio exceeds 1.0 and
conversely will overstate the cost of equity when the market-to-book ratio is less

than 1.0. The reason for this is that the market-derived return produced by the

DCF is often applied to book value rate base by regulators.

* Value Line Analyzer data from July 30, 2015,
21 Morin, p. 433.
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Fifth, the assumption of a constant growth rate may be unrealistic, and there
may be difficulty in finding an adequate proxy for the growth rate. Historical
growth rates can be downward biased as a result of the impact of anemic historical
growth rates in earnings, mergers and acquisitions, restructuring, unfavorable
regulatory decisions, and even abnormal weather patterns. Further, by placing too
much emphasis on the past, the estimation of future growth becomes circular.
THANK YOU. LET’S TURN TO THE SPECIFIC INPUTS USED IN YOUR
DCF MODELS. WHAT DATA HAVE YOU USED TO COMPUTE THE
EXPECTED DIVIDEND YIELD (CF1/Po) IN YOUR MODELS?

First, I computed a current dividend yield (CFo/Po). The expected dividend yield
(CF1/Po) is the current dividend yield (CFo/Pg) times one plus the growth rate (g).
T'used the spot price for each of the stocks of the water utilities in the sample group
as reported by the Value Line Investment Analyzer for August 5, 2015 for Po.
The current dividend (CFo) is the current indicated dividend as reported by Value
Line. In my schedules, the current dividend yield is denoted as (Do/Po), where Dy
is the current dividend and Py is the spot stock price. (Di1/Po) is used to denote the
expected dividend yield in the schedules.

WHAT MEASURES OF GROWTH (“g”) HAVE YOU USED?

I have used two estimates of growth — one based on an average of historical and
forecast growth and the other based only on forecast growth. For my average
historical and forecast growth estimate, I average the 5-year historical average
growth rates in the stock price, book value per share (“BVPS™), earnings per share
(“EPS”) and dividends per share (“DPS”) with Value Line’s forecast of EPS
growth.? Using the historical average of growth in price, BVPS, EPS, and DPS is

23 See Schedule D-4.4.
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reasonable because investors know that, in equilibrium, common stock prices,
BVPS, EPS and DPS will all grow at the same rate and would take information
about changes in stock prices and growth in BVPS into account when they price
utility stocks. As I stated earlier, a basic assumption of the DCF model is that the
stock price, BVPS, EPS and DPS all grow at the same rate. For my forecast
growth estimate, I have used the growth forecasts from Value Line.?*

Q. WHY DID YOU INCORPORATE AN HISTORICAL GROWTH RATE
ESTIMATE INTO ONE OF YOUR GROWTH ESTIMATES?

A.  Because past growth rates may provide a reasonable basis for determining
prospective growth rates. However, their use assumes the past is a reflection of the
future. As a result, historical growth rates give added recognition to the past,
which is already incorporated into analyst estimates of growth. This means that
historical growth rates may not be the best measure for the future. The empirical
evidence indicates that analyst estimates of growth are the best measure of growth

for use in the DCF for utility stocks.?

2 d.

%> Gordon, David A., Myron J. Gordon and Lawrence I. Gould, “Choice Among Methods
of Estimating Share Yield,” Journal of Portfolio Management, Spring 1989, pp. 50-55.
Gordon, Gordon, and Gould found that a consensus of analysts’ forecasts of earnings per
share growth for the next five years provides a more accurate estimate of growth required
in the DCF model than three different historical measures of growth (historical EPS,
historical DPS, and historical retention growth). They explain that this result makes sense
because analysts would take into account such gast growth as indicators of future growth
as well as any new information. Other studies confirm the superiority of analysts’
estimates such as Vander Weide, James H. and Carleton, Willard T., “Investor Growth
Expectations: Analysts vs. History,” Journal of Portfolio Management, Spring 1988, pp.
78-87, Brown, Lawrence D. and Rozeff, Michael S., “The Superiority of Analyst
Forecasts as Measures of Expectations: Evidence from Earnings,” Journal of Finance,
March 1978, pp. 1-16, and Timme, Stephen G. and Eisemann, Peter C., “On the Use of
Consensus Forecasts of Growth in the Constant Growth Model: The Case for Electric
Utilities,” Journal of Financial Management, Winter 1989, pp. 23-35. A 2004 study by
the Kentucky Public Service Commission Advance Research Center updated the study by
Vander Weide and Carleton (1988) confirmed the superiority of analyst estimates over
historical averages.
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A.

WHY DID YOU USE FORECASTED GROWTH RATES IN YOUR
GROWTH ESTIMATES?

The DCF model requires estimates of growth that investors expect in the future, not
past estimates of growth that have already occurred. Accordingly, T use analysts’
forecasts of growth. Logically, in estimating future growth, financial institutions
and analysts have taken into account all relevant historical information on an entity
as well as other more recent information.?® To the extent that past results provide
useful indications of future growth prospects, analysts® forecasts would already
incorporate that information. It cannot be disputed that a stock’s current price
reflects known historic information on that entity, including its past earnings
history. All of which means that any further recognition of the past, such as using
past estimates of growth, will double count what has already occurred. Therefore,
forward-looking growth rates should be used.

HAVE YOU ADJUSTED YOUR DCF RESULTS?

Yes. I have removed any indicated DCF result below 7.1 percent (the expected
cost of Baa bonds plus 100 basis points) when computing the average DCF result
for the water proxy group. For example, the DCF indicated result on Schedule D-
4.7, page 1, is just 4.08 percent for STW. This result is not plausible. Investors
will not invest in risky common stocks if they can earn a higher return on less risky
investment grade bonds.

D. Explanation of the RPM and Its Inputs.

PLEASE EXPLAIN THE RPM METHODOLOGY FOR ESTIMATING
THE COST OF EQUITY.

The RPM is sometimes referred to as the “bond yield plus risk premium method.”

26 Gordon, Gordon, and Gould.
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The general approach is to determine the spread between the return on debt and the
return on equity and add this spread to the current debt yield to derive an estimate
of the cost of equity. To implement the RPM, it is assumed that the past
relationship will continue into the future. The RPM is widely used by analysts and
investors.?’

The RPM formula provides a formal risk-return relationship and is stated as:

(6) k = Ka + Historical bond-equity spread
where k is the expected return on equity and Ky is the current cost of debt or debt
yield.
HOW DID YOU DETERMINE THE HISTORICAL BOND-EQUITY
SPREAD?
I computed the bond-equity spread as the difference between the average total
realized market return of my water proxy group and the average annual long-term
treasury yields for the years 2001-2015 - a 15 year historical period.?
WHY DID YOU USE TOTAL REALIZED MARKET RETURNS?
Total realized market returns are market based, which makes this a market-based
approach. While the annual actual risk premium in any given year may not equal
the required risk premium, over longer periods of time, the average actual risk
premiums can provide a good estimate of the average risk premium required.
WHAT DO YOU USE AS THE CURRENT COST OF DEBT (Kg)?
I use the expected U.S. Long-term Treasury rate for 2017-2019 as the basis for the
risk free rate. Since the cost of capital is an opportunity cost and is prospective,
it necessarily requires the use of a forward-looking bond yield. In recent years,

interest rates have dropped to very low levels when compared to interest rates for

27 Morin, p. 108.
28 See Schedule D-4.9.
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similar securities in the past. From 1999 to 2007, the annual average rate for long-
term Treasury bonds was 5.24 percent, ranging from a low of 4.84 percent in 2007
to a high of 5.94 in 2000. In 2008, and during the recent recession, that annual
average dropped to 4.24 percent and dropped further in 2012 to 2.9 percent.

The drop in long-term Treasury rates has been largely attributed to the
market intervention by the Federal Reserve through its quantitative easing
programs. Long-term Treasury rates for 2013 and 2014 averaged 3.45 percent and
3.34 percent, respectively. For 2015, long-term Treasury rates have averaged 2.84
percent. The Federal Reserve is expected to raise interest rates towards the end of
this year, as early as September.?’ Notwithstanding these current low rates, 30-year
Treasury rates are expected to increase to more long-term levels in 2017-2019
timeframe. Analysts at Value Line expect that future average to be 4.6 percent.
The consensus estimate made by analysts surveyed by the Blue Chip Financial
Forecasts indicates analysts expect that average to be somewhat lower at
4.3 percent. For my analyses, I have relied upon the average of Value Line
Quarterly Forecast forecasts and the consensus forecast reported by Blue Chip
Financial Forecasts of 4.5 percent.°

Q. WHY DO YOU USE LONG-TERM U.S. TREASURY YIELDS?

A. The yields on long-term Treasury bonds match more closely with the perpetual
nature of common stock investments.>! Further, short-term rates are more volatile,
fluctuate widely and are subject to more random disturbances than long-term rates.
In short, long-term Treasury rates are preferred for these reasons and because long-

term rates are more appropriately matched to securities with an indefinite life or

29 Blye Chip Financial Forecasts, August 2015.
30 See Schedule D-4.8.
31 Morin, p. 112.
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long-term investment horizon.

E. Explanation of the CAPM and Its Inputs.

PLEASE EXPLAIN THE CAPM METHODOLOGY FOR ESTIMATING
THE COST OF EQUITY.

Like the RPM, the CAPM is the sum of a risk-free rate plus a risk premium. And,

like the RPM, it quantifies the additional return required by investors for bearing
incremental risk. The CAPM was developed by William Sharpe and John Lintner
in the mid-1960s and is a common topic in college finance textbooks. The CAPM
provides a formal risk-return relationship premised on the idea that only market
risk matters, as measured by beta. The traditional version of CAPM is represented
by the formula:

9] k = Rf + PBRmRp)
where k is the expected return, Ry is the risk-free rate (or zero beta asset), Rn is the
market return, (Rm-Ry) is the market risk premium, and B is beta.
ARE THERE ALTERNATIVES TO THE TRADITIONAL CAPM?
Yes, alternative versions of the CAPM have been developed that provide more
robust explanations of returns required by investors. A version of the CAPM
called the Empirical CAPM or ECAPM was developed to recognize that
estimations of Ry are higher than the return on long-term Treasuries. Dr. Roger
Morin discusses ECAPM at pages 189-191 of his book, New Regulatory Finance.
The ECPAM is represented as follows:

[10] kK = Rr + 25Rm-Rp)+.758(Rm-Ry)

Dujf & Phelps also suggest a version of the CAPM in which a size premium
is included.*® This modified CAPM or MCAPM is represented as follows:

32 Duff & Phelps, pp. 2-7.
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[11] k = Rf + PB(Rm-Rr) +RPs
where k is the expected return, Ry is the risk-free rate (or zero beta asset), Rm is the
market return, (Rm-Ry¢) is the market risk premium, B is beta, and RPs is the size
premium. The MCAPM recognizes the CAPM is incomplete and does not fully
account for the higher returns that are needed on small company stocks. In other
words, the higher risks associated with smaller firms are not fully accounted for by
beta.?3
ARE THERE ANY OTHER CONCERNS ABOUT APPLYING THE CAPM
MODEL TO UTILITY STOCKS?
Yes, mechanical application of the model may produce unreasonable results.
The traditional CAPM only captures a single measure of systematic risk as
measured by beta, but there are other forms of systematic risk priced by the market
such as company size. A size premium is necessary because, even after adjusting
for the beta risk of small stocks, they generally outperform larger stocks. Size may
just be a proxy for other risks. Nevertheless, the empirical evidence indicates that
beta alone does not measure the risk of smaller companies.3*
IF SIZE IS JUST A PROXY FOR OTHER RISKS, CAN’T YOU IGNORE
IT?
No. Ignoring the fact that smaller companies are more risky leads to flawed and
understated cost of capital estimates.
IS FIRM SIZE A UNIQUE RISK?
No. The firm size is a systematic risk factor and is an adjustment to the pure

CAPM.* Putting aside the empirical financial data, the need for a risk premium

33 Morningstar, Ibbotson SBBI 2013 Valuation Yearbook, pp. 85-88.
3 Duff & Phelps, pp. 2-5.
33 Pratt, Shannon P. and Roger J. Grabowski. Cost of Capital: Applications and Examples,
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1 for size makes sense. Company size is a significant element of business risk for
2 which investors expect to be compensated through greater returns. As discussed
3 carlier, smaller companies are simply less able to cope with significant events that
4 impact sales, revenues, and earnings. For example, smaller companies face more
5 risk exposure to business cycles and economic conditions, both nationally and
6 locally. Additionally, the loss of revenues from a few larger customers would have
7 a greater effect on a small entity than on a much larger entity with a larger, more
8 diverse, customer base. Moreover, smaller companies are generally less diverse in
9 their operations and have less financial flexibility.
10 | Q. DID YOU EMPLOY EITHER OF THE ALTERNATIVE CAPM METHODS
11 YOU DISCUSSED (EQUATIONS 10 AND 11) AS PART OF YOUR
12 ANALYSIS?
13 ] A, No’® Instead, I conducted a risk study to develop an indicated additional risk
14 premium for Liberty EDO. Based on this study, I added a risk premium to the
15 results of each method I use (the DCF, RPM, and the CAPM) as an alternative way
16 of dealing with the additional risk associated with Liberty EDO when compared to
17 the sample companies.
18 | Q. WHAT IS THE RISK-FREE RATE (R()?
19 | A. It is the return on an investment with no risk. The U.S. Treasury rate serves as the
20 basis for the risk-free rate because the yields are directly observable in the market
21 and are backed by the U.S. government. Practically speaking, short-term rates are
22 volatile, fluctuate widely and are subject to more random disturbances than long-
23
24 | Fourth Edition. John Wiley and Sons, 2010, p. 56.
25 [ ** These two methods would produce an indicated cost of e uity for my water prox
group in the range of 9.7 percent to 11.7 percent with a mid-point of 10.7 percent, whic
26 | 1s greater than my overall estimate for my water proxy group of 10.0 percent.
SEATQ LAY T
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term rates. In short, long-term Treasury rates are preferred for these reasons and
because long-term rates are more appropriately matched to securities with an
indefinite life or long-term investment horizon.
WHAT DO YOU ADOPT AS THE RETURN FOR THE RISK-FREE RATE?
I use long-term expected Treasury bond rates as the measure of the risk-free return
for use with CAPM cost of equity estimates from two sources: the Blue Chip
Financial Forecasts and the Value Line Quarterly Forecast.>” The appropriate
choice for the risk-free rate is the expected return for long-term Treasury
securities.®® Thus, when determining an estimate of the risk-free rate, it is
appropriate to adopt a return that is no less than the expected return on the long-
term Treasury bond rate. Both of my CAPM estimates are based on expected
yields of the long-term Treasury rates for 2017 through 2019 (from Blue Chip
Financial Forecasts and Value Line Quarterly Forecasts).>®
WHAT IS BETA AND WHAT DOES IT MEASURE?
Beta is a measure of the relative risk of a security in relation to the market.
In other words, it is a measure of the sensitivity of a security to the market as a
whole. This sensitivity is also known as systematic risk. It is estimated by
regressing a security’s excess returns against a market portfolio’s excess returns.
The slope of the regression line is the beta.

Beta for the market is 1.0. A security with a beta greater than 1.0 is
considered more risky than the market. A security with a beta less than 1.0 is
considered less risky than the market.

But there are computational problems surrounding beta. It depends on the

37 See Schedule D-4.9.
38 Duff & Phelps at 3-1.
39 See Schedule D-4.8.
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return data, the time period used, its duration, the choice of the market index, and
whether annual, monthly, or weekly return figures are used. Betas are estimated
with error. Based on empirical evidence, high betas will tend to have a positive
error (risk is overestimated) and low betas will have a negative error (risk is
underestimated).*?

WHAT DID YOU USE AS THE PROXY OF THE BETA FOR LIBERTY
EDO?

I used the average beta of the sample water utility companies. Betas were obtained
from Value Line Investment Analyzer (weekly data as of January 22, 2016). Value
Line is the source for estimated betas that I regularly employ. The average beta for
my water proxy group as shown on Schedule D-4.2 is 0.73. I should note that
because Liberty EDO is not publicly traded, it has no beta. In my expert opinion,
I strongly believe that both utilities, if it were publicly traded, would have a higher
beta than the sample water utility companies.

Smaller companies are just inherently more risky than larger companies.
Morningstar reports that when betas (a measure of market risk) are properly
estimated, betas are greater for small companies than for larger companies.*!
Morningstar also finds that even after accounting for differences in beta risk, small
firms require an additional risk premium over and above the added risk premium
indicated by differences in beta risk.

PLEASE EXPLAIN THE MARKET RISK PREMIUM.

The market-risk premium (Rm-Ry) is the return an investor expects to receive as

compensation for market risk. It is the expected market return minus the risk-free

40 Fama, Eugene F. and Kenneth R. French, “The Capital Asset Pricing Model: Theory
and Evidence,” Journal of Economic Perspectives, Summer 2004, pp. 25-46.

4 Momingstar, Ibbotson SBBI 2012 Valuation Yearbook, Chapter 7.
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rate. Approaches for estimating the market risk premium can be historical or
prospective.

Since expected returns are not directly observable, historical realized returns
are often used as a proxy for expected returns on the basis that the historical market
risk premium follows what is known in statistics as a “random walk.” If the
historical risk premium does follow the random walk, then one should expect the
risk premium to remain at its historical mean. Based on this argument, the best
estimate of the future market risk premium is the historical mean. Duff & Phelps
provides historical market returns for various asset classes from 1926 to 2014.
This publication also provides market risk premiums over U.S. Treasury bonds,
which makes it an excellent source for historical market risk premiums.

Prospective market risk premium estimation approaches necessarily require
examining the returns expected from common equities and bonds. One method
employs applying the DCF model to a representative market index such as the
Value Line 1700 stocks. The expected return from the DCF is measured for a
number of periods of time, and then subtracted from the prevailing risk-free rate for
each period to arrive at market risk premium for each period. The market risk
premium subsequently employed in the CAPM is the average market risk premium
of the overall period.

HOW MANY MARKET RISK PREMIUM ESTIMATES DID YOU
PREPARE?

T'used two market risk premium estimates: an historical market risk premium and a
current market risk premium.

HOW DID YOU ESTIMATE THE HISTORICAL MARKET RISK
PREMIUM?

T used the Duff & Phelps measure of the average premium of the market over long-
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term treasury securities from 1926 through 2014, which uses the S&P 500 market
index. The average historical market risk premium over long-term treasury
securities is 7.0 percent.

IS THE S&P 500 INDEX A LARGE COMPANY INDEX?

Yes. The S&P 500 consists of the 500 largest companies and only approximately
20 percent of the S&P 500 would be considered Mid-Cap companies. Further,
there are no companies in the Low-Cap or Micro-Cap categories. Because it is
heavily weighted with Large-Cap companies, the S&P 500 is essentially a large
company index. Morningstar refers to the S&P 500 as a large company index and
cautions that “if using a large company index to calculate the equity risk premium,
an adjustment is usually needed to account for the different risk and return
characteristics of small stocks.”*?

HOW DID YOU ESTIMATE THE CURRENT MARKET RISK PREMIUM?
I derived a market risk premium by first using the DCF model to compute an
expected market returh for each of the past 12 months using Value Line’s
projections of the median dividend yield for the dividend yield in the DCF and an
average of the median EPS, DPS and BVPS growth on the Value Line 1700 stocks.
I then subtracted the historical monthly average 30-year Treasury yield for each
month from the expected market returns to arrive at the expected market risk
premiums. Finally, I averaged the computed market risk premiums to determine
the current market risk premium for the last 12 months, 9 months, 6 months, and
3 months. The data and computations are shown on Schedule D-4.10. The recent
3 month average current market risk premium is 8.81 percent. Estimates of the

current market risk premium have ranged from 8.45 percent to 9.72 percent over

2 Morningstar, Ibbotson SBBI 2014 Classic Yearbook, p. 152.
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the past 12 months. My recommended market risk premium is based on the recent
3-month average estimate of 8.81 percent and below the mid-point of the past 12-

month range.

F. Financial Risk Adjustment.
ARE YOU RECOMMENDING A FINANCIAL RISK ADJUSTMENT TO

ACCOUNT FOR DIFFERENCES IN LEVERAGE BETWEEN YOUR
WATER PROXY GROUP AND LIBERTY EDO?

Yes. Ihave included a downward financial risk adjustment to the cost of equity of
30 basis points based upon the Hamada method*® to account for the difference in
financial risk between Liberty EDO and the water proxy group.**

G. Company Specific Risk Premium.

PLEASE DISCUSS YOUR COMPANY-SPECIFIC RISK PREMIUM.

As I testified earlier, Liberty EDO is not directly comparable to the publicly traded
water utilities in my water proxy group. The characteristics associated with small
size, such as the lack of diversification, limited revenue and cash flow, relatively
small customer base, lack of investment liquidity, and earnings volatility, increase
the risk faced by smaller water and wastewater utilities over the risk associated
with the water proxy group.

Investment risk increases as the firm size decreases, all else remaining
constant. There is a great deal of empirical evidence that the firm size
phenomenon exists. Morningstar’s Ibbotson SBBI 2013 Valuation Yearbook
(Chapter 7) reports that smaller companies have experienced higher returns that are

not fully explainable by their higher betas and that beta is inversely related to firm

# “Effects of the Firm’s Capital Structure on Systematic Risk of Common Stock,”
Journal of Finance, Vol. 27 No. 2, May 1972, pp. 435 — 453.

# See Schedule D-4.14, page 1.
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size. In other words, smaller companies not only have higher betas but higher
returns than larger ones. Even after accounting for differences in beta risk, small
companies require an additional risk premium over and above the added risk
premium indicated by differences in beta risk. The California PUC conducted a
study that showed smaller water utilities are more risky than larger ones.* It is
really simply common financial sense that investors require higher returns on small
company stocks than on large company stocks.

I have included in Schedule D-4.15 the results of a Morningstar study using
annual data reporting the size premium based upon firm size and return data
(1) provided in Duff & Phelps 2015 Valuation Handbook, Guide to Cost of Capital,
and (ii) contained in Dr. Thomas M. Zepp’s 2003 article in The Quarterly Review
Economic and Finance. Based on these sources, I have estimated that a small
company risk premium in the range of 99 to 325 basis points is appropriate for
Liberty EDO.

HAVE YOU ALSO CONDUCTED A COMPARATIVE RISK STUDY TO
DEVELOP AN INDICATED RISK PREMIUM FOR LIBERTY EDO?

Yes. Attached as Exhibit TIB-COC-DT2 is the comparative risk study I prepared
for Liberty EDO. To conduct my risk studies, I started by computing the 5-year
historical operating margin, coefficient of variation of operating margin, and
coefficient of variation of ROE for each utility. Operating margin is a measure of
profitability. The co-efficient of variation of operating margin and co-efficient of
variation in ROE are measures of earnings variability. Both of these metrics are

highly correlated with size and risk. Next, I cross-referenced these metrics with

45 Staff Report on Issues Related to Small Water Utilities, June 10, 1991 and CPUC
Decision 92-03-093.
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1 data published by Duff & Phelps* and identified the corresponding market
2 portfolio beta for the utility and for my water proxy group. I then computed the
3 relative difference in beta between each utility and my proxy group. Assuming that
4 the relative difference in the market portfolio beta for the all publicly traded
5 companies is the same for publicly traded water utilities, I then computed an
6 implied beta for each utility using the difference in portfolio betas.*’ Finally, I
7 used the CAPM to compute the indicated cost of equity for each utility and
8 compared the results to the CAPM results for my water proxy group.*®
91 Q. BASED ON YOUR COMPARATIVE RISK STUDY, WHAT ADDITIONAL
10 RISK PREMIUM IS INDICATED?
11 | A.  The indicated risk premium for Liberty EDO is in the range of 200 to 260 basis
12 points.
13 | Q.  WHAT COMPANY SPECIFIC-RISK PREMIUMS DO YOU RECOMMEND
14 FOR LIBERTY EDO?
15 | A. I added an upward risk premium of 230 basis points to the results of my models,
16 which is near the middle of the range of my risk premium estimates. I also
17 recommend a 30 basis point downward adjustment for the difference in financial
18 risk between Liberty EDO and the water proxy group. The net upward adjustment
19 to the indicated cost of equity is 200 basis points (230 basis points less 30 basis
20 points). My recommended 12.0 percent return on equity is 200 basis points above
21 the midpoint of the overall results for the water proxy group of 10.0 percent, which
22 reflects the substantial difference between Liberty EDO and the sample companies.
23
sl BT Dujff & Phelps, Exhibits D-1 and D-2.
25 | 47 See page 1 of Exhibit TIB-COC-DT2.
26 | *® See page 2 of Exhibit TIB-COC-DT?2.
SO LAY TR
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1 H. Summary and Conclusions.
2| Q. HAVE YOU PREPARED A SCHEDULE THAT SUMMARIZES YOUR
3 EQUITY COST ESTIMATES AND PRESENTS YOUR
4 RECOMMENDATIONS?
5] A.  Yes. The equity cost estimates and my recommendations are summarized in
6 Schedule D-4.1 for Liberty EDO.
7 In the first part of my analysis, I applied two versions of the constant growth
8 DCF model; one using historical and forecast growth and one using only forecast
9 growth. The DCF models produce an indicated equity cost for the water proxy
10 group in the range of 9.0 percent to 9.5 percent.*’
11 In the second part of my analysis, I applied a RPM. 1 used historical annual
12 total market returns for the water proxy group and historical average annual
13 average long-term treasury yields to develop an equity risk premium to which I
14 added the expected long-term treasury to estimate the current cost of equity.
15 My RPM produces an indicated cost of equity of 10.5 percent for the water proxy
16 group.>?
17 In the third part of my analysis, I applied two versions of the CAPM —
18 a historical risk premium CAPM and a current market risk premium CAPM.
19 The CAPM analyses produce an indicated cost of equity in the range of 9.6 percent
20 to 10.9 percent for the water proxy group.>!
21 The overall results on the DCF, CAPM, and RPM analyses for the water
22 proxy group are in the range of 9.7 percent to 10.3 percent with a mid-point of
23 10.0 percent.
ol B See Schedule D-4.7, pages 1 and 2.
25 | %0 See Schedule D-4.9.
26 | °! See Schedule D-4.11.
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In the fourth part of my analysis, I determine that a downward adjustment of
30 basis points is required to account for the difference in financial risk between
the water proxy group and Liberty EDO.

In the fifth part of my analysis, I reviewed the financial literature on the
small firm size effect and determined that an appropriate risk premium for small
utilities like Liberty EDO that should be applied to the DCF, RPM, and CAPM
results is the range of 99 to 367 basis points.*

In the sixth part of my analysis, I conducted a comparative risk study using
market based information and financial data for the water proxy group and Liberty
EDO. Based upon my comparative risk study using market based information and
financial data for the water proxy group and Liberty EDO, I determined the
indicated risk premium for Liberty EDO falls in the range of 200 to 260 basis
points.’> 1 recommend a risk premium of 230 basis points. Using my
recommended risk premium of 230 basis points, the DCF models produce an
indicated equity cost for Liberty EDO in the range of 11.3 percent to 11.8 percent.
My RPM produces an indicated cost of equity of 12.8 percent for Liberty EDO.
My CAPM analyses produce an indicated cost of equity in the range of 11.9
percent to 13.2 percent. After adjusting for the difference in financial risk, the
range of cost of equity estimates falls in the range of 11.7 to 12.3 percent with a
midpoint of 12.0 percent.>*

WHAT EQUITY RETURN DO YOU RECOMMEND?

I'am recommending a cost of equity of no less than 12.0 percent for Liberty EDO.

52 See Schedule D-4.12.
>3 See Exhibit TJB-COC-DT2.
5% See Schedule D-4.1, page 1.
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°

FAIR VALUE RATE OF RETURN.

HOW HAS THE COMMISSION ESTIMATED THE FVROR?

In several recent cases, the Commission has determined the FVROR by applying
the market return on equity and the cost of debt to the utility’s original cost rate
base (“OCRB”) based on the percent of equity and debt in the utility’s proposed
capital structure. The Commission then applies a different rate, traditionally one
half of the real risk-free rate, to what has been referred to as the “fair value
increment.”>* The fair value increment is the difference between the original cost
rate base (“OCRB”) and the Company’s proposed FVRB. The FVROR is then the
sum of the returns on each of the three components: (1) equity capital, (2) debt
capital, and (3) the fair value increment, weighted by the percentage of each in the
FVRB.

WHAT DOES THE FAIR VALUE INCREMENT REPRESENT?

The fair value increment represents the appreciation in the value of the assets to
their current value from the value at which they entered service. Therefore, the sum
of the OCRB and the fair value increment is supposedly meant to represent the
total fair value of the utility’s property. 3¢

DO YOU AGREE WITH THE COMMISSION’S TYPICAL APPROACH TO
SETTING THE RETURN ON THE FAIR VALUE INCREMENT?

Not really, the rationale is theoretically flawed.

WHAT’S FLAWED, MR. BOURASSA?

The underlying premise of the Commission’s approach has to be that investors
expect a lower return on some of their investment because of inflation. This does

not jive with reality. An investor wouldn’t accept a rate of return that is less than

>3 Decision No. 70665 (December 24, 2008) at 32.
36 Decision No. 70665 (December 24, 2008) at 32.
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the cost of debt for an equity position in amy investment. At the very least, the
market expectation is that investments that are not risk-free should eamn a rate of
return that exceeds the real risk-free rate. The cost of equity in the instant case is
based upon market values of investments and market value is akin to the fair value.
Putting aside any inflation component that may be included in the cost of equity
estimates from my cost of equity analysis, the indicated cost of equity far exceeds
that of the risk-free rate. Furthermore, the application of 50 percent of the real
risk-free rate as a measure of the cost of equity on the fair value increment is
completely subjective and has no basis in financial theory.

WHAT RATE OF RETURN SHOULD BE APPLIED TO THE FAIR VALUE
INCREMENT?

There shouldn’t be a fair value increment to apply a rate of return to in a rate case.
It’s a construct, a mythical object created to dampen the impact of using RCN in
the determination of rate base. I believe we should determine rate base, and we
should determine a rate of return, then we should use them to set rates.

WELL THEN, HOW HAVE YOU ESTIMATED THE FVROR IN THE
INSTANT CASE?

Despite my disagreement on how the rate of return on the fair value increment is
determined, I have estimated the FVROR using the methodology the Commission
has approved in recent cases.’” Liberty EDO needs considerable rate relief and this
is no really the place to take a stand against the flaws in the Commission’s prior
methodology.

FAIR ENOUGH, MR. BOURASSA. CAN YOU EXPLAIN HOW YOU
ESTIMATED THE REAL RISK-FREE RETURN?

37 See Exhibit TIB-COC-DT3, page 1.
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As shown on page 2 of Exhibit TIB-COC-DT3, my estimate of the nominal risk-
free rate of return is the average of the 2017-2021 projected yield on 30-year U.S.
Treasury bonds of 4.5 percent as reported in the Blue Chip Financial Forecasts.’8
I then adjusted the nominal risk-free rate of 4.7 percent by the rate of inflation,
which I estimated to be 2.0 percent, which is the average of the 2017-2021 rate of
growth in the consumer price index (“CPI”) in the Blue Chip Financial
Forecasts.”® The resulting real risk-free rate is then 2.5 percent (4.5 percent less
2.0 percent).

AND YOU APPLIED THE COMMISSION’S METHODOLOGY TO
ESTIMATE THE FVYROR?

Yes. As shown on page 1 of Exhibit TIB-COC-DT3, I calculated the difference
between the Liberty EDO’s OCRB and the Company’s proposed FVRB, which
includes a 50 percent weight on original cost. That difference represents the
appreciation in the value of the assets based on the “market value” of the OCRB, in
other words - the “fair value increment.” The weighted average cost of debt and
the market cost of equity were applied to the OCRB. I then applied one-half of my
real risk-free rate to the fair value increment and determined a weighted cost of
capital for the FVRB.

WHAT IS THE RESULTING FVYROR?

6.92 percent.

DOES THAT CONCLUDE YOUR DIRECT TESTIMONY ON COST OF
CAPITAL? |

Yes.

38 Blue Chip Financial Forecasts, December 2015,

P 1d.
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WATER UTILITY INDUSTRY

1780

Shares of companies in the Water Utility Indus-

try performed well since our last report. This
marks the second-straight impressive quarterly
performance.
Strong equity prices have resulted in low yields
for members of the group. Indeed, income-
oriented investors may be disappointed that the
average yield for this industry is now the same as
the median for the typical dividend-paying stock
in the Value Line universe.

Each water company is involved in a substantial
building program. Most of the spending is on
replacing and modernizing existing pipelines,
valves, and wastewater facilities. These programs
should last well past late decade.

External financing will most likely continue to
be needed to fund these expenditures. Overall,
most water utilities are in decent financial health,
however. Much of this can be attributed to regula-
tors being relatively reasonable in rate cases.
There is a general understanding that underin-
vestment in the past has led to a deterioration in
the nation’s water infrastructure and billions of
dollars in capital will be needed to improve the
system.

Larger firms have been buying up lots of small
municipally owned water districts that don’t have
the financial wherewithal to perform the required
upgrades. Because there are significant redun-
dancies in the industry, the acquiring firms can
usually generate better returns with the pur-
chased assets.

Despite the Federal Reserve's recent rate hike,
yields on income-generating nondistressed securi-
ties of all types, remain very low, leaving income
investors with difficult choices.

Yields On Water Stocks Are Low

Historically, sought out for above-average yields and
strong dividend growth prospects, water utility equities
currently do not offer any premium in the form of
current income. Since our last report in mid-October, the
shares of the nine members of the group appreciated by
4.9%, versus 1.9% for the S&P 500 Index. We can only
speculate that the rash of uneasiness in world markets
sent investors into safe sectors of the economy, such as
the water industry.

Large Construction Programs

For years, insufficient funding was made to properly
maintain America's water infrastructure, leading to a
general state of disrepair. At some point, executives and
regulators realized that massive amounts of money
would have to be spent to replace aging pipes, valves,
and other equipment. Thus, over the past five to 10
years, water utilities, in cooperation with state regula-
tors, have been involved in major building projects.

External Financing Is Required

Internally generated funds are not sufficient to fund
the amount of construction now underway. Every mem-
ber of the industry has had to turn to the debt and equity
markets to raise needed capital. Fortunately, the com-
pany’s balance sheets have remained in relatively solid

INDUSTRY TIMELINESS: 34 (of 97)

condition. Of the nine firms, two have Financial
Strength ratings of an A, two a B++, and five a B+. (The
average rating for the typical Value Line stock is B+.)

With the stocks having done well, now may be a good
time to tap the equity markets. In the recent past, many
companies have relied mostly on debt, due to the pro-
longed low interest rate environment. One feature of the
water industry is that it isn't big in terms of market
capitalization. In fact, we think that the rarity of water
stocks is probably one of the reasons they tend to trade
at a premium. For example, the market capitalization of
Con Edison alone is only modestly less than the total of
the entire water industry combined. The scarcity of
water stocks is one of the reasons its yield is 2.4%, while
the electric industry’s yield is 3.8%, 140 basis points
higher.

Consolidation

The overwhelming majority of water districts in the
U.S. are small and run by local municipal-water dis-
tricts. Include the small micro-districts in the mix, and
the number of different water authorities rises to over
100,000. As the infrastructure ages and the EPA in-
creases the number of costly mandates, some are selling
themselves to better capitalized, more-professional
investor-owned companies. The arrangements have
proved successful in most cases because of the large
amount of redundancies that exist in this industry. The
smaller district get the capital spending they need to
update their systems, and the buyers are able to use
their resources and expertise to improve the facilities
while generating better returns on the assets. We
wouldn’t be surprised if this trend picked up in the
future.

Conclusion

Of the nine stocks in the industry, three are ranked to
outperform the broader market averages in the year
ahead; American States Water, American Water Works,
and The York Water Company. Since many investors in
this sector are more buy-and-hold types, they should be
aware that none of these three issues offer attractive
long-term appeal, however.

James A. Flood

Water Utility
RELATIVE STRENGTH (Ratio of Industry to Value Line Comp.)
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645| 608 653 689 699| 681 703| 78| 875 921{ 974 | 1071 1142 1212 | 1219 1247 | 1245 | 12.35 Revenues persh 15.00
143 140| 126 127 1.04| 111 132 145| 165, 169| 170 211 2131 248 | 265| 267| 275 290 |“CashFlow” persh 345
60 .64 87 67 39 53 .66 67 8 78 81 1.1 112 | 141 1.61 157 | 1.60| 170 |Eamings persh A 215
43 A3 43 A4 44 A4 45 46 48 .50 51 52 55 64 .76 83 87 .92 {Div'd Decl'd per sh Bu 1.15
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2687| 3024| 3024| 30.36| 3042] 3350| 3360 | 3410 | 3446 | 3460 | 37.06 | 3726 | 37.70 | 3853 | 36.72| 3829 | 36.50 | 36.50 |Common Shs Outstg © | 37.00

1741 189 167 183 39| 232 29| 277 240] 226 212 157 | 154 143 172 201 247 Avg Anr’l PIE Ratio 20.5
871 103 86 100 182| 123) 147 150 | 127| 13| 141 1.00 87 91 97| 106 125 Relative P/E Ratio 1.30

42% | 42%| 39% | 36% | 35% | 36% | 34% | 25% | 25% | 29% | 28% | 30% | 32% | 31% | 27% | 26% | 22% Avg Ann’l Div'd Yield 27%
CAPITAL STRUCTURE as of 9/30/15 2362 | 2686 | 3014 | 3187 | 361.0 | 3989 | 4193 | 4669 | 4721 | 4658 455 450 |Revenues ($mill) 555
Total Debt §325.9 mill. Due in 5 Yrs $41.6 mill. 25| 21| 20| 268| 205 414] 420| 541 627 611 600 620 |NetProfit ($mitl) 80.0
LT Debt $325.6 mill L}1L;“e;ecs‘ 3;121-5 mill. 47.0% | 40.5% | 426% | 37.8% | 369% | 43.2% | 41.7% | 39.9% | 36.3% | 36.4% | 39.0% | 38.0% |Income Tax Rate 37.5%

{41% of Capl) - | 122% | 88% | 69% | 32% | 58% | 20% | 25% | 25% | 5% | 5% | 1.0% |AFUDC %toNetProfit | 1.0%

Leases, Uncapitalized: Annual rentals $0.4 mill. 50.4% | 48.6% | 46.9% | 46.2% | 45.9% | 44.3% | 454% |42.2% | 39.8% | 39.1% | 40.5% | 40.0% |Long-Term Debt Ratio 42.0%

Pension Assets-12/14 $140.6 mil. 49.6% | 51.4% | 53.1% | 53.8% | 54.1% | 55.7% | 54.6% | 57.8% | 60.2% | 60.9% | 59.5% | 60.0% |Common Equity Ratio 58.0%
Oblig. $185.2 mill. 5325 5516 | 5694 | 5770 | 6650 | 6774 | 7491 | 787.0 | 8184 | 8326 800 830 |Total Capital ($mill) 950

Pfd Stock None. 7132 | 7506 | 7764 | 8253 | 8664 | 8550 | 8965 | 917.8 | 981510035 | 1040 | 1090 |Net Plant (bmill 1250
Common Stock 36,728,248 shs. 54% | 6% [ 67% | 64% | 59% | 8% | 71% | 3% | 8% 86%| 00% | 90% [RetmonTotal Capl | 8.5%
as of 1112115 85% | 8.1% | 9.3% | 8.6% | 8.2% | 11.0% | 10.3% | 11.9% | 12.7% | 12.0% | 125% | 12.5% |Return on Shr. Equity 14.5%

85% | 81% | 93% | 86% | 82% | 11.0% | 10.3% | 11.9% | 12.7% | 12.0% | 12.5% | 12.5% |Return on Com Equity 14.5%

MARKET CAP: $1.5 billion (Mid Cap) 28% | 27% | 39% | 31% | 32% | 58% | 53% | 66% | 6.8% | 57% | 55% | 55% |RetainedtoComEq 6.5%
CUI(QS}KELII{'S POSITION 2013 2014 9/30M5| 67% | 67% | 58% | 64% | 61% | 47% | 49% | 45% 47% | 53% | 54% | 54% |All Divids to Net Prof 53%
Cash Assets 38.2 76.0 27.3 | BUSINESS: American States Water Co. operates as a holding the city of Big Bear Lake and in areas of San Bemardino County.
Accts Receivable 238 188 221 company. Through its principal subsidiary, Golden States Water Sold Chaparral City Water of Arizona (6/11). Has 707 employees.
Other 1296 _114.7 86.1 Company, it supplies water to 258,191 customers in 75 com- Blackrock, Inc., owns 9.8% of out. shares; Vanguard, 8.5%; off. &
gur:erg Assbelts 1‘91;2 22?2 1222 munities and 10 counties. Service areas include the greater dir. 1.5%. (4/15 Proxy). Chairman: Lloyd Ross. President & CEQ:
Dg%tsDuaga e 8.3 3 "3 | metropolitan areas of Los Angeles and Orange Counties. The com-  Robert J. Sprowis. Inc: CA. Addr: 630 East Foothill Boulevard, San
Other 448 57.1 77.2 | pany also provides electric utility services to 23,716 customers in  Dimas, CA 91773. Tel: 909-394-3600. Internet: www.aswater.com.
Current Liab. 1008 993 12401 Shares of American States Water have vatizes more of these facilities. We think
ANNUAL RATES  Past Past Estd'12-14| not performed well lately. Since our Oc- ASUS should win more contracts, which
gChaﬂge(PeFSh) ngg-o/ 5%”;-0/ ‘0"3155",;0 tober report, the equity of the company are for a 50-year period. This could pro-
“c?;:rq%?gw” 85% 90% 50% | has declined 1.3% compared to an average vide a boost to earnings because returns
Earnings 1.0% 140% 60% | gain of 4.9% for the typical water utility, on equity in this sector are not regulated.
Dividends 55%  85% 75% | and a 1.9% rise in the S&P 500. Indeed, All in all, American States is in good
Book Value 60% 65% 3.0% only two out of the nine members in the shape. Like all water utilities, Golden

Cal- | QUARTERLYREVENUES($mil) | Ful | group posted losses, and each one has sig- State has to invest heavily in upgrading
endar | Mar.31 Jun.30 Sep.30 Dec.31| Year | nificant operations in California. its antiquated water infrastructure. With

2012 11076 1143 1335 1115 | 4669 Despite the ongoing drought, we ex- a strong balance sheet, however, we think

2013 11106 1207 1308 1099 | 4724 pect earnings growth to be healthy in the financial integrity of the firm will be

2014 11020 1156 1383 1099 | 4658 2016. In California, petitions for higher maintained through the late decade. An-

2015 11009 1146 1330 1065 | 455 | rates are made triennially. So, this year is other benefit is operating in California, as

016 | 950 110 135 110 | 450 important as we expect the California the regulatory environment has improved

Cal- EARNINGS PER SHARE A Full | Public Utility Commission to be rea- significantly in years past.
endar |Mar.31 Jun.30 Sep.30 Dec.31) Year | sonable regarding the Golden State Water Shares of American States are ranked

121 27 40 49 26 | 141| subsidiary’s request for higher tariffs. to outperform the broader market

2013 |35 43 53 .30 | 161| Based on this assumption, and a greater averages in the year ahead. This equity

014 28 39 54 36 | 157 contribution from ASUS (see below), we might only be suitable for momentum ac-

05| 2 4 6 31| 180 think the company's bottom line should counts, however. That's because many

016 | 31 46 .60 33 | 170] yse 4 solid 6%, to $1.70 a share. water utility investors traditionally take a

Cal- | QUARTERLYDVIDENDSPAD®s | Full | Nonregulated businesses may play a long-term view of their holdings. From this
endar |Mar31 Jun30 Sep30 Dec31] Year| more important role in the future. perspective, the stock looks more than ful-

2012 | 14 44 4775 A775] 84| Through its ASUS subsidiary, the compa- ly valued. Indeed, even with the recent

2013 | 775 4775 2025 2025 | 76| ny has been operating the water systems weakness in the stock price, AWR’s total

2014 | 2025 2025 213 213 83| at several U.S. Army bases. Responsible return potential is still substantially lower

015 | 213 213 24 24 87| for an estimated 15% of income, this per- than the Value Line median.

2016 centage could rise as the government pri- James A. Flood January 15, 2016
(A) Primary earnings. Excludes nonrecurring | add due to rounding. (C) In millions, adjusted for splits. Company’s Financial Strength A
gains/(losses): ‘04, 7¢; '05, 13¢; '06, 3¢; '08, { (B) Dividends historically paid in early March, Stock’s Price Stability 90
(14¢), *10, (23¢) "11, 10¢. Next earnings report | June, September, and December. m Div'd rein- Price Growth Persistence 70
due late February. Quarterly eamings may not | vestment plan available. Earnings Predictability 90
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LT Debt $1681.1 mil. LT '";zg‘:/jtoﬁgg,l’;‘”k 384% | 30.6% | 30.9% | 39.0% | 30.4% | 39.2% | 32.9% | 39.0% | 100% | 10.5% | 10.0% | 11.0% |Income Tax Rate 23.0%
-- -- - -- - -- -- - | 11% | 24% | 2.0% | 2.5% |AFUDC % to Net Profit 3.0%
Pension Assets-12/14 232.4 mill. 52.0% | 51.6% | 55.4% | 54.1% | 55.6% | 56.6% | 52.7% | 52.7% | 48.9% | 48.5% | 49.5% | 49.5% |Long-Term Debt Ratio 50.0%
Oblig. $281.2 mill. | 48.0% | 484% | 44.6% | 45.9% | 444% | 434% | 47.3% | 47.3% | 51.1% | 51.5% | 50.5% | 50.5% [Common Equity Ratio 50.0%
Pfd Stock None 16904 | 1904.4 | 21914 | 2306.6 | 2405.5 | 2706.2 | 2646.8 | 29297 | 30036 | 3216.0 | 3425 | 3550 | Total Capital ($mill) 4600
g:';'qgg;‘1°5°k176’428r°25 shares 2280.0 | 2506.0 | 27928 | 29974 | 32273 | 3469.3 | 36129 | 30362 | 4167.3 | 44020 | 4675 | 4900 |Net Piant ($mill 5000
8.9% | 64% | 59% | 57% | 56% | 59% | 69% | 6.6% | 80%| 78% | 7.5% | 7.5% |Return on Total Cap'l 8.5%
MARKET CAP: $5.2 billion (Mid Cap) 2% | 100% | 97% | 93% | 94% | 10.6% | 11.6% | 11.0% | 134% | 12.9% | 13.0% | 13.5% |Return on Shr, Equity 14.0%
11.2% | 10.0% | 9.7% | 9.3% | 9.4% | 10.6% | 11.6% | 11.0% | 13.4% | 12.9% | 13.0% | 13.5% Return on Com Equity 14.0%
cuﬂsﬁmr POSITION 2013 2014 9/30/5 | 49% | 37% | 32% | 28% | 27% | 37% | 48% | 43% | 67% | 6.1%| 55% | 6.0% |Retained to Com Eq 5.5%
: 56% | 63% | 67% | 70% | 72% | 65% | 60% | 61% | 50% | 52% | 55% | 56% {All Div'ds to Net Prof 61%
Cash Assets 5.1 4.1 4.1
Receivables 954 97.0  111.1 | BUSINESS: Aqua America, Inc. is the halding company for water 17%; industrial & other, 15%. Officers and directors own .8% of the
'c')‘t‘/h%"rtory (AvgCst) ;gg ggg lgg and wastewater utilities that serve approximately three million resi- common stock; Vangurad Group, 7.1%; Blackrock, Inc, 6.7%; State
- . “3 | dents in Pennsylvania, Ohio, North Carolina, llinois, Texas, New Street Capital Corp., 5.7% (3115 Proxy). Chairman: Nicholas
Current Assets 1717 1525 1683
: ’ "y | Jersey, Florida, Indiana, and five other states. Has 1,617 employ- DeBenedictis. CEO: Christopher Franklin. Incorporated: Pennsylva-
Accts Payable 65.8 60.0 451
Debt Due 1230 700 75.6 | ees. Acquired AquaSource, 7/03; Consumers Water, 4/99; and nia. Address: 762 West Lancaster Avenue, Bryn Mawr, Pennsylva-
Other 78.1 95.3 95.3 | others. Water supply revenues "14: residential, 68%; commercial, nia 19010. Tel.: 610-525-1400. intemnet: www.aquaamerica.com.
Current Liab. 266.9 2253 2160 - . 1 .
Shares of Aqua America have been on tion ($5.2 billion). Furthermore, despite a
ANNUAL RATES  Past Past Estd'1214] a roll. Like several other water utility large capital budget, the company’s
%fgc?gsépsersh) 10;’55'0/ 5Yrs.o/ to 5185,;0 stocks, this equity has turned in an excel- finances are solid. In addition, there are
“Cash Flow” 80% 80% 70% lent performance since our mid-October thousands of small municipally-owned
Earnings 85% 130%  7.5% | report, increasing roughly 11% in value. In water districts that can be purchased by
gg’(')?(e\'/‘gf‘e ;g.,f’ ggof’ ggé’ contrast, the typical stock in the group larger water companies like Aqua and
= ks ™ | rose about 5%, while the S&P 500 gained made more profitable due to the large
Cal- | QUARTERLYREVENUES(§mill) | Full | only 2%, over the same period. amount of redundancies prevalent in the
endar |Mar31 Jun.30 Sep.30 Dec3t| Year| Qyyr earnings estimates are wun- industry. Acquisitions are usually small,
2012 11640 1917 2146 1875 | 7578 | changed. Last year's fourth-quarter prof- so the process is ongoing. For example, the
2013 1180.0 1957 2043 1886 | 7688 | its should probably be similar to 2014’s. company made 16 purchases last year
2014 182-7 1953 g;?? 1914 ;;9-9 For the full year, we expect Aqua’s share alone. We are not sure how many will
%g:g 133'3 %828 2% ;%8 822 net to rise a decent 4%. (Comparisons on a eventually be made, but we expect the cus-
year-over-year basis would look better if tomer base to be increased by 1.5%-2% an-
Cal- EARNINGS PER SHARE A Full | not for an unusual gain posted in 2014.) In nually, via this method.
endar |Mar.31 Jun.30 Sep.30 Dec31| Year| 2016, results should be more impressive as We think this stock has lost some of
2 152429 191 87] Aqua should benefit from a combination of its appeal. A water utility is attractive in
2013 26 30 36 24| 1.16( paceors, including synergies derived from part for its yield and dividend growth
gg}g %‘; g; gg % ;%g many of its acquisitions, rate relief, and prospects. Due to the recent run-up in
2016 | 28 34 42 31| 135 relative constructive reg.ula‘%ory.tre'atment. WTR's price, its yield is now only 10 basis
5 All told, we think a solid 7% rise in earn- points higher than the Value Line
Cal- | QUARTERLYDIVIDENDSPAIDEw | Fyll ings per share is possible. median. So, while Aqua remains a very
endar |Mar31 Jun30 Sep.30 Dec31| Year | Aqua is one of the nation’s best-run sound company, we think that the market
2012 | 132 132 432 14 34| water utilities. There may be only nine may be placing too high a premium on its
gg}g jng 1‘512 12% 12% gg members in this industry, but the compa- shares. Also, with so many positives fac-
‘ : : : 2| ny has some compelling attributes. For tored into the current price, we think the
2015 | 165 165 178 178 .69 it : ;
starters, it is one of only a handful of firms equity may be vulnerable to any bad news.
216 that has a meaningful market capitaliza- James A. Flood January 15, 2016
(A) Diluted egs. Excl. nonrec. gains (losses): | Next earnings report due late February. (C) In millions, adjusted for stock splits. Company's Financial Strength A
‘99, (9¢); ‘00, 2¢; 01, 2¢; 02, 4¢; 03, 3¢; '12, | (B) Dividends historically paid in early March, Stock’s Price Stability 95
18¢. Excl. gain from disc. operations: 12, 7¢; | June, Sept. & Dec. w Div'd. reinvestment plan Price Growth Persistence 80
"13, 9¢; '14, 11¢. May not sum due to rounding. | available (5% discount). Earnings Predictability 100
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By 000000100 D e T 8
Optins 0 3 0000000 L6
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Institutional Decisions S}gng "‘.:.‘35(“'
10015 20205 302015
og 1w el omE 12 , .
to Sell 67 66 74 | traded 6 m 1 T 111 (TP 1| T PP | YT 3yr. 385 377 [
Hds(0) 29379 29659 28655 | (TTETSTETR T R R 0RO RO AT AR Syr. 461 52t
1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 [ 2007 | 2008 (2009 | 2010 [2011 [2012 12013 {2014 [2015 | 2016 | ©VALUELINEPUB.LLC|18-20
7.98 8.08 8.13 8.67 8.18 859 872 810 8.88 990 | 1082 | 11.05| 1200 | 1334 | 1223 | 1250 | 1220 | 12.50 |Revenues persh 14.40
1.37 1.26 1.10 1.32 1.26 142 1.52 1.36 1.56 1.86 1.93 1.93 2.07 232 2.21 247 230 2.60 | “Cash Flow” per sh 3.25
17 66 47 63 81 73 74 67 15 95 .98 91 86 1.02 1.02 119 1.00 1.25 |Earnings per sh A 1.55
54 55 56 56 56 57 57 58 .58 .59 59 60 62 63 64 65 67 .69 |Div'd Decl'd per shBa .97
1.72 123 2.04 291 219 1.87 2.01 2.14 184 241 2.66 297 283 3.04 2.58 276 330 3.00 |Cap’l Spending per sh 3.15
6.71 6.45 6.48 6.56 722 7.83 7.9 9.07 9.25 972 | 1013 | 1045 | 1076 | 11.28 | 1254 | 1311 | 1345 | 13.90 {Book Value persh © 16.00
2587 3029 30.36| 30.36] 3386 3673 3678 4131 ] 4133 ] 4145 4153 [ 4167 ] 4182 | 4198 | 47.74 | 4781 [ 4800 48.00 [Common Shs Outst'g D| 50.00
17.8 19.6 271 19.8 221 201 249 292 26.1 19.8 19.7 203 213 17.9 20.1 19.7 233 Avg Ann’l PE Ratio 2.0
1.01 1.27 1.39 1.08 1.26 1.06 1.33 1.58 1.39 1.19 1.31 129 1.34 1.14 1.13 1.04 1.18 Relative P/E Ratio 1.45
40% | 43% | 44%| 45% | 42% | 39% | 31% ; 29% , 3.0% |.314% | 31% | 32% | 34% | 35% 31% | 28% | 29% Avg Ann’l Div'd Yield 3.0%
CAPITAL STRUCTURE as of 9/30/15 3207 | 3347 | 3671 | 4103 | 4494 | 4604 | 5018 | 560.0 | 5841 | 5975 585 600 | Revenues ($mill) E 720
Total Debt $559‘6_mill. Due in 5§ Yrs $165.§ mill. 272 256 31.2 398 406 37.7 36.1 426 473 56.7 48.0 60.0 | Net Profit {$mill) 77.5
LT Debt $418.4 mil. LT '“‘”3;‘.}2‘}-8 it 424% | 374% | 309% | 37.7% | 40.3% | 30.5% | 405% | 37.5% | 30.8% | 33.0% | 28.0% | 29.0% |Income Tax Rate 35.5%
(39% of Cap) 33% | 106% | 83% | 86% | 76% | 42% | 7.6% | 80% | 43% | 27%| 70%| 50% |AFUDC %toNetProfit | 5.0%
Pension Assets-12/14 $306.3 mill. 48.3% | 43.5% | 42.9% | 41.6% | 47.1% | 524% | 51.7% | 47.8% | 41.6% | 40.1% | 40.0% | 41.5% |Long-Term Debt Ratio 41.5%
Oblig. $390.6 mill. 51.1% | 55.9% | 56.6% | 58.4% | 52.9% | 47.6% | 48.3% | 52.2% | 584% | 59.9% | 60.0% | 58.5% |Common Equity Ratio 58.5%
Pfd Stock None 568.1 | 6701 ) 6749 | 6904 | 7949 | 9147 | 931.5 | 908.2 | 10249 [ 1045.9 | 1070 | 1145 |Total Capital ($mill) 1370
Common Stock 47.876.087 shs 8627 | 941.5 | 10102 | 11124 | 1198.1 | 1294.3 | 1381.1 | 1457.1 | 15158 | 15904 | 1685 | 1755 |Net Plant ($mill) 1820
pegrir bl 63% | 52% | 59% | 74% | 65% | 55% | 55% | 6.3% | 6.0% | 63% | 5.5% | 6.5% |Retumon TotalCapl | 7.0%
93% | 68% | 81% | 99% | 96% | 86% | 80% | 9.0% 79% | 91% | 7.5% | 9.0% |Returnon Shr. Equity 9.5%
93% | 68% | 81% | 99% | 96% | 86% | 8.0% | 9.0% 79% | 91% | 7.5% ! 9.0% |Return on Com Equity 9.5%
MARKET CAP: $1.1 billion (Mid Cap) 21% | 1.0% ] 18% [ 38% ; 38% | 30% | 23% | 34% | 34% | 41%| 25% | 4.0% [Retainedto ComEq 3.5%
CUR$'§RIIEL"I{T POSITION 2013 2014  9/30115 78% | 86% | 77% 61% | 60% 66% % | 62% 56% 55% 67% | 55% |All Div'ds to Net Prof 63%
Cash Ass'lats 275 19.6 50.8 | BUSINESS: California Water Service Group provides regulated and  quired Rio Grande Corp; West Hawaii Utilities (9/08). Revenue
Other 112.0 _134.5 1403 | nanregulated water service to 477,900 customers in 85 com- breakdown, “14: residential, 68%; business, 19%; industrial, 5%;
Current Assets 1395 1541 19111 munities in the state of California. Accounts for over 94% of total public authorities, 3%; other 5%. '14 reported depreciation rate:
écf,ttsgayable gi; gg’; 1/1;:23 customers. Also operates in Washington, New Mexico, and Hawaii.  4.0%. Has 1,105 employees. President, Chairman, and CEO: Peter
O?her ue 56.8 726 80.3 Main service areas: San Francisco Bay area, Sacramento Valley, C. Nelson. Inc.. DE. Address: 1720 North First St., San Jose, CA
Current Liab. 1666 217.7 3008 Salinas Valley, San Joaquin Valley & parts of Los Angeles. Ac-  95112-4598. Tel.: 408-367-8200. Internet: www.calwatergroup.com.

The California Water Service Group

less water. Thus, revenues are now more

ANNUAL RATES Past Past Estd'12'14 | posted its second-straight poor fee-based and dont correlate as much to
%f change (per sh) 101’80/ 5%"8-0/ fog%’f/ﬂ quarter. The water utility’s share earn- the volume of water sold.
et Flow 60% 55% 55% | ings came in at $0.52, versus the prior We are cutting our estimates once
Earnings 50% 40% 65% | year's $0.70, and our $0.69 estimate. Even again. We now expect the company's
B'Vl?(e\f/‘dls 2-)'5?’ 20%  7.0% | though the same quarter in 2014 had been share net to reach $1.00 for 2015, $0.15
00k Value S% _50% 45% | aided by a tax adjustment and revenue less than our previous forecast. A $0.10 a-
Cal- | QUARTERLYREVENUES(§milllE | Fun | recognition from outlays the company had share-reduction has also been made to our
endar |Mar31 Jun30 Sep30 Dec31) Year | made earlier in the year, the bottom-line 2016 figure. In any case, we think any
2012 11168 1436 1781 1215 | 5600 | showing was still a disappointment. In- drought-related costs will eventually be
2013 11114 1548 1844 1337 | 5841 creased costs related to the state's ongoing recovered by California Water. Indeed, at
2014\ 1105 1584 1912 1374 | 5975 drought, higher maintenance expenses, the end of the third quarter, the company
2015 11220 1444 1835 1351 | 585 | 5ng meaningful “uninsured loss costs,” had a large increase in unbilled revenues,
2016 1120 150 190 140 | 600 | were also provided by management as rea- which are incurred expenses that the utili-
cal- EARNINGS PER SHARE A Full | sons for the earnings miss. ty has not been reimbursed for yet.
endar [Mar31 Jun.30 Sep.3) Dec3!| Year| The utility’s profitability is not sup- These shares may appeal to long-term
2012 | 03 3 86 12 | 1.02| posed to be meaningfully impacted by accounts willing to assume sﬁghtly
013 | 01 28 61 12| 102]| the drought. In an attempt to preserve more risk than the typical water utili-
2014 1 d1 36 70 24} 119) water, the California Public Utility Com- ty investor. The premium that was
gg:g 32 §15 25 gg ;gg mission (CPUC) has mandated strict usually priced into the value of this equity
: : : : = restrictions on wusage. Previously, the has dissipated, as some investors appear
Cal- | QUARTERLYDVIDENDSPADB= | fuj [ CPUC instituted a change in how water wary of owning water utilities domiciled in
endar |Mar31 Jun.30 Sepd0 Decd1| Year| ytilities' income is calculated. Based on California. Based on our assumption that
2012 | 1575 1575 1575 1575| 63| the new methodology, income and reve- the CPUC will maintain its current con-
2013 0 16 16 16 16 641 nues were switched from being a “quantity structive approach, we think CWT could
2014 | 1625 1625 1625 .1625| 63| based” to a “fixed-rate charge” system. provide better long-term returns through
2015 | 1675 1675 1675 1675| 67| The main goal of this maneuver was to in- late decade than the average water utility.
218 centivize utilities to sway customers to use James A. Flood January 15, 2016
(A} Basic EPS. Excl. nonrecurring gain (loss): | May, Aug., and Nov. w Div'd reinvestment plan | (D) In millions, adjusted for splits. Company’s Financial Strength B++
‘00, (4¢), 01, 2¢; °02, 4¢; 11, 4¢. Next earn- | available. (E) Excludes non-reg. rev. Stock’s Price Stability 95
Price Growth Persistence 35

ings report due late February.
{B) Dividends historically paid in late
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RECENT PIE Trailing: 18.7 Y| RELATIVE 1 DIV'D 2 80/
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igh: ) . ; ] . 6.4 5 ) i
TMELNESS 3 otz | o] 298] 282] 7177 25 73| foo| B3| 3| Fa| 33| 23 T e R
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By 000000000 10
Options 0 00 0 00 0O O | 75
il 000000000 % TOT. RETURN 12/15
Institutional Decisions JHs - vLARTH:
102015 202015 05
toBuy 37 ¢ 54 30250 g::r::: t 182 I | | 1yr. 7.8 -6.9
ta Seli 40 37 34 | traded 4 L L L | T TS . .1 3yr. 398 377 [
Hds(00)) 4285 4391 4527 it Tl IRITTi LRy Sy 599 521
1999 | 2000 [ 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 2010 |2011 |2012 {2013 [2014 | 2015 [ 2016 | ©VALUELINE PUB. LLC[18-20
587| 570 593| 577 591 6.04| 581 568 | 705| 724| 693) 765| 783 | 947! 829 845| 860 9.00 |Revenues per sh 12.90
165 173] 178 178| 189 191 162] 152 1801 185 183 | 204 | 211| 264 263| 297| 325| 3.40 |“Cash Flow” persh 3.75
103, 109 113 142| 1145| 116 88 81 105 1.1 119 ] 113 143 | 153 166 | 192 205 210 |Eamingspersh A 225
79 79 80 81 83 84 85 86 87 88 .90 92 94 .96 98 101 1.05 |  1.09 |Div'd Decl'd per sh Bs 1.30
1420 1437 1861 198| 149 188] 196 1961 224| 244| 328| 306| 261 279| 302| 411 3.60 | 5.80 |Cap’l Spending per sh 3.00
8.61 892] 925| 10.06| 1046, 1094 1152 1160 | 1195 | 1223 | 1267 | 1305 ) 1350 | 2095 | 17.92 | 1883 | 19.95| 21.15 |Book Vaue persh D 23.35
726 728 765] 794| 797| 804 B8A7| 827| 838| 846 8571 868| 876 | 885 1104 .12 1120 7135 Common Shs Outstg € | 12.00
182 182 215] 243 25| 229 286 290 20| 222| 14| 207 230 194 1841 175] 175 Avg Ann’l PIE Ratio 19.0
104 148 110 133| 134| 1.2 152 157 12| 134 123| 132 144| 123 1.03 92 .89 Relative P/E Ratio 1.20
42%| 40%| 33% | 30%| 30%| 31% | 34% | 36% | 36% | 36% | 41% | 39% | 36% | 32% | 32% | 30%| 29% Avg Ann’l Div'd Yield 3.1%
CAPITAL STRUCTURE as of 9/30/15 475 469 | 500! 613 504 | 664 | 694 838 N5 940| 965 102 | Revenues ($mill) 155
Total Debt $190.7 mill. Due in 5 Yrs $19.3 mill 72 6.7 8.8 94 | 102 9.8 99 | 138 183 | 213 230 23.5 |NetProfit {$mill) 270
LT Debt §176.7 mill. et 3;,7 D mil. -| 235% | 324% | 27.2% | 195% | 35.2% | 413% | 32.0% | 28.0% | 144% | 5.0% | 19.0% |Income Tax Rate 27.0%
(4% of Cap') -] - ) AT e | | 47% | 20% | 24% | 20% | 2.5% |AFUDG %toNetProfit | 2.0%
Leases, Uncapitalized: Annual rentals $.1 mil. 44.5% [ 444% | 47.8% | 46.9% | 506% | 495% | 532% | 49.0% | 46.9% | 45.7% | 44.0% | 44.5% |Long-Term Debt Ratio | 47.0%
Pension Assets-12/14 $61.6 mill. 54.6% | 55.1% | 51.8% | 52.7% | 49.1% | 50.2% | 46.5% | 50.8% | 52.9% | 54.1% | 56.0% | 55.5% |Common Equity Ratio 53.0%
Oblig. $79.8 mil. 1723 | 1741 1932 | 1965 | 2213 | 2256 | 2542 | 364.6 | 3736 | 386.8 400 425 | Total Capital ($mill) 510
. . 2477 | 2681| 2843 | 3023 | 3252 | 3442 | 3624 | 4479 | 4719 5069 535 565 | Net Plant ($mill) 650
Pid Stock $0.8 mill.  Pfd Divd NMF 50% | 49% | 55% | 59% | 55% | 64% | 49% | 48% | 59% | 64% | 65% | 6.5% [RewmonTotalCapl | 6%
Common Stock 11,181,070 shs. 75% | 6.9% | 87% | 9.0% | 93% | 86% | 83% | 7.3% | 92% | 10.1% | 10.5% | 10.0% |Return on Shr. Equity 9.5%
as of 10131115 78% | 7.0% | 87% | 91% | 94% | 87% | 83% | 7.3% | 9.2% | 10.2% | 10.5% | 10.0% |Return on Com Equity 9.5%
MARKET CAP: $425 miltion (Small Cap) S| NME | 16% | 19% | 23% | 18% | 14% | 28% | 38% | 48% | 50% | 5.0% |Retained to Com Eq 40%
CURslalliLrll-T POSITION 2013 2014 9/30M5 | 95% | 105% | 82% | 79% | 76% | 81% | 83% | 62% 53% | 53% | 52% | 52% |All Divids to Net Prof 58%
Casfh Asélets 18.4 25 2.2 | BUSINESS: Connecticut Water Service, Inc. is a non-operating  January, 2012; Biddeford and Saco Water, December, 2012. In-
Accounts Receivable 123 12.0 13.0 | holding company, whose income is derived from eamings of its corporated:  Connecticut.  Has 265  employees.  Chair-
8ther t Asset lgg g;; gg; wholly-owned subsidiary companies (regulated water utilities). In man/President/Chief Executive Officer: Eric W. Thornburg. Officers
A:ﬂ:':j sasbeis 108 100 97 | 2014, 93% of net income was derived from these activities. Pro- and directors own 2.3% of the common stock; BlackRock, Inc.
Debt Duaey e 41 44 14,0 | vides water services to 400,000 people in 77 municipalities through-  7.0%; (4/15 proxy). Address: 93 West Main Street, Clinton, CT
Other 7.8 9.2 8.5 | out Connecticut and Maine. Acquired The Maine Water Company, 06413, Telephone: (860) 669-8636. Internet: www.ctwater.com.
Current Liab. 27 288 32| Connecticut Water Service probably The balance sheet is in decent shape.
ANNUAL RATES  Past Past Estd12'14| turned in another solid earnings per- The company carries an average Financial
g change (per sh} 10Xf3-y 51";-0/ to 6!%';0 formance last year. Even though we are Strength rating of B+, but that would be
TS 40% 78% 55% | expecting the company to report a nega- higher if Connecticut’s market capitaliza-
Earnings 40% 90%  45% | tive profit comparison in the fourth tion was larger. The current long-term
Dividends 20%  20%  50% | quarter, we think the utility still posted a debt-to-total capital ratio is 44%, which is
Book Value 63% 95% 3.5% healthy 7% increase in full-year share near the lower end of the industry spec-

Cal- | QUARTERLY REVENUES ($ mil,) Full | earnings versus 2014. This would mark trum. What's more, even with the compa-
endar |Mar31 Jun.30 Sep.30 Dec.31| Year | the fourth-straight year of healthy gains. ny's higher projected budgets over the next

2012 | 185 213 245 195 838 We are being more conservative in year or two, we think the balance sheet

2013 | 197 226 2716 216 915 our expectations for 2016. For now, we should remain quite sound through the

2014 | 203 254 278 207 | 94 are sticking with our $2.10-a-share fore- late decade.

015 | 200 266 284 215 9.8 cast, which would be only a 2.5% increase Dividend growth is clearly on the up-

016 | 225 275 300 220 | 102 | yer 2015. Connecticut Water could sur- swing. For years, the company would only

Cal- EARNINGS PER SHARE A Pull | prise to the upside, however, due to the raise its annual payout by 2%. Starting in

endar |Mar.31 Jun.30 Sep.30 Dec. 31| Year | continued benefits of an earlier rate in- 2014, the rate rose to 3%, and increased

2012 22 47 61 A7 | 153]| crease in Maine. 4% in 2015. Over the next 3- to 5-year pe-

2013 | 24 3 8 17 | 166| A substantial hike in capital expendi- riod, we expect growth to average 5%.

0141 27 & 76 22| 19| tures has been approved for this year. These shares are ranked to perform in

2015 28 ar 792 205 T ace November, the company announced line with the broader market aver-

M6 | 32 .68 85 25 | 210) ;i spend $66 million on major project: in th head. M it ap-

jects ages in the year ahead. Moreover, it ap

Cal- | QUARTERLYDIVIDENDSPADB= | Full | during 2016, This represents a hefty 47% pears that all of the company's strong

endar | Mar31 Jun.30 Sep.30 Dec3t| Year| rise over what we estimate Connecticut points are currently factored into the

2012 | 238 238 2425 2425| 962 spent in 2015. Roughly one-third of the to- recent price. Indeed, the stock’s capital ap-

2013 | 2425 2425 2475 2475 98| tal will be used to upgrade a wastewater preciation potential to 2018-2020 is only

2014 | 2475 2475 2575 2575| 1.01| facility, with the rest expected to be spent 10%, versus the median of 50% for all com-

2015 | 2575 2575 2675 2675 | 1.5 replacing the company's aging infrastruc- panies in the Value Line universe.

2016 ture. James A. Flood January 15, 2016
(A) Diluted eamings. Next eamings report due | June, September, and December. = Div'd rein- lion/$2.85 a share. Company’s Financial Strength B+
late February. Quarterly eamings do not add in | vestment plan available. Stock’s Price Stability 90
2012 due to rounding. {C) In millions, adjusted for split. Price Growth Persistence 50
(B) Dividends historically paid in mid-March, | (D) Includes intangibles. n 2014: $31.7 mil- Earnings Predictability 85
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1999 | 2000 [ 2001|2002 [ 2003 | 2004 [ 2005 | 2006 | 2007 [ 2008 | 2009 | 2010 | 2011 |2012 2013 | 2014 | 2015 | 2016 | ©VALUELINEPUB,LLC|18-20
53| 539 587 59| 612 625\ 644 616] 650| 679| 675| 660 650 | 698 79| 7.26] 7.70] 800 |Revenues persh 9.10
19 99| 118) 120) 15| 128] 133| 133| 149 153| 140 155| 146| 156 | 172| 184 210 215 |“Cash Flow” persh 2.25
76 St 86 73 81| 780 7| & &7| 89| 72| 96| 84| 90| 103| 113, 120| 1.30|Earings persh A 135
80| 61| 62| 63| 65| 66| 67| 68| 69 70| 71| 72| 73| 4| 75| 76| 78| .81 |DividDecld persh Bm 89
233[1321 125 18| 187" 2541 298 231| 186| 212 149] 180 150 136| 126| 140 180 175 |CapTSpendingpersh | 200
695 698) 71| 739) 760| 802| 826| 952| 1005 1003 | 1033 | 1143 | 127 | 1148 | 1182 | 1224 | 1245 1295 |Book Value per sh 14.30
1000 10471 1047]” 1036 | 1048 | 7936 1158 | 1317 1325 1340 | 1352 | 1557 | 1500 | 1582 | 1596 1612 16.25 | 76.25 [Common Shs Outstg T | 77.00
76| 287 246| 235| 300| 264 24| 227| 28| 198] A0 78| A7 08| 197 185 14 Avg Ann'l PIE Ratio 70
100| 187] 126) 128] A7) 139| 46| 12| 45| 149 40| 13| 1361 132 | 11| 98| g8 Relative PIE Ratio 130
d4% | 42| 38% | 37% | 35% | 34%| 35% | 37% | 37% | 40% | 47% | 42% | 40% | 40% | 37% | 37% | 33% Avg AnmiDivd Yield | 3.9%
CAPITAL STRUCTURE as of 9/30/15 7AB( 8Lt 861) 910 912] 1027 [ 1021] 1104 | 1148 117.1] 125] 130 |Revenues (smill 155
Total Debt 158.9 mil. ~ Due in 5 Yrs §49.8 mill 85| 100 118| 122| 100| 143| 134 | 144 | 166] 184| 205| 21.0 |NetProfit (Smil) 2.0
LT Debt $135.2mill. LT interest $4.6 mill 276% | 334% | 326% | 33.2% | 34.1% | 32.1% | 32.7% | 33.9% | 341% | 35.0% | 35.0% | 31.0% |Income Tax Rate 34.0%
(39% of Cap) | e ee o) o] 68% | 64% | 34% | 1.9% | 17%| 1.0%| 1.5% |AFUDC %toNetProfit | 25%
55.3% | 49.5% | 49.0% | 456% | 46.6% | 431% | 42.3% | 415% | 40.4% | 40.5% | 40.0% | 40.0% |Long-Term DebtRatio | 43.3%
Pension Assets-12114 $51.6 mill. 41.3% | 47.5% | 496% | 518% | 62.1% | 558% | 56.6% | 57.4% | 56.7% | 58.8% | 59.5% | 59.5% |Common Equity Ratio | 56.5%
__Oblig. $75.0 mill 23177 2640 | 2688 | 2504 | 2679 3105 | 3125 | 3165 | 3214 | 3358| 340] 355 Total Capital (bmill 430
Pfd Stock $2.4 mill. Pfd Div'd: $.1 mill 2880 | 317.1 | 3339 | 3663 | 3765 | 4059 | 4222 | 4362 | 465 | 4654 480| 495 |Net Plant ($mill) 555
Common Stock 16,211,304 shs. 50% | 51% | 56% | 58% | 50% | 57% | 52% | 54% | 59% | 63% | 65% | 7.0% [RetumonTotalCapl | 6.5%
as of 10/31115 82% | 75% | 86% | 86% | 70% | 81% | 75% | 78% | 87% | 9.2% | 10.0% | 10.0% |Return on Shr. Equity 9.5%
86% | 78% | 8.7% | 89% | 70% | 82% | 75% | 7.8% | 87% | 9.3% | 10.0% | 10.0% [ReturnonComEquity | 9.5%
o G% | 13% [ 18% | 20% [ NWF | 21% | 10% | 14% | 24% | 3.1% | 40% | 40% [Retained to Com Eq 3.5%
MARKET CAP: $425 million (Smalf Cap) O% | B4% | T9% | 78% | 98% | 75% | &7% | 83% | 73% | 67%| 62%| 62% Al Div'ds to Net Prof 66%

2014 9/30/15

BUSINESS: Middlesex Water Company engages in the ownership

2014, the Middlesex System accounted for 60% of operating reve-

Cash Assets 4.8 2.7 4.7 | and operation of regulated water utility systems in New Jersey, Del-  nues. At 12/31/14, the company had 282 employees. Incorporated:
ther 21.0 202 _ 26.2 | aware, and Pennsylvania. It also operates water and wastewater N, President, CEO, and Chairman: Dennis W. Doll. Officers &
Current Assets 258 229 30.9 | systems under contract an behalf of municipal and private clients in  directors own 3.5% of the common stock; BlackRock Institutional
Sg‘gtsg:l aeyable 323 2?3 239 NJ and DE. Its Middlesex System provides water services to 60,000 Trust Co., 6.6% (4/15 proxy). Add.: 1500 Ronsan Road, Iselin, NJ

Other 126 128 14.6 | retail customers, primarily in Middlesex County, New Jersey. In  08830. Tel.: 732-634-1500. Intemet: www.middlesexwater.com.
Current Liab. 527 439 489 Shares of Middlesex continue to per- since 1997 by exactly $0.01 a share an-
ANNUAL RATES Past Past Estd’12'14| form well. Since our mid-October report, nually (one-quarter of one cent every
of change (per sh) 10 Yrs. S¥rs. 101820 | the value of the equity has risen 8.2%, quarter). In the final period of 2015, how-
.ng;;’]“,‘:?gw,, gg:f’ :]’g,,f’ Z-g:/ﬁ compared to 4.9% for the industry, and ever, instead of raising the quarterly pay-
Earnings 50%  45%  50% 1.9% for the S&P 500 Index. out the usual amount to $.1925, or +1.3%,
Dividends 1.5%  15%  30% | We think the utility finished 2015 on a management hiked the payout five-eights
Book Value 45% 30%  30% positive note. Third-quarter results were of one cent, or 3.2%. To reflect this, we've

Cal- | QUARTERLY REVENUES ($ mill) Full | disappointing due to a sharp spike in ex- raised our long-term growth forecast.
endar | Mar31 Jun.30 Sep. 30 Dec.31| Year | penses related to the company’s employee Finances are very solid. Though not a

2012 | 235 274 324 274 1104] benefit plan. With costs at more normal large company, Middlesex has an equity-

2013 1 270 291 313 274 | 1148 levels in the final quarter, Middlesex prob- to-total capital ratio close to 60%, which is

2014 | 271 292 327 281 | 1174 ably posted an earnings-per-share gain of extremely high for a water utility. Due to

2015 | 288 317 347 298 | 125 | gver 15%. Rate relief implemented in New projected greater capital spending commit-

2016 | 205 325 355 325 | 130 | Jersey was almost certainly the reason for ments to modernize the existing water in-

Cal- EARNINGS PER SHARE A Full | the expected strong showing. frastructure, we expect the financial
endar | Mar.31 Jun.30 Sep.30 Dec.31| Year | Earnings should be even better this metrics to slide marginally, but still

2012 M 24 8 17 90| year. Even though New Jersey regulators remain well above industry levels.

2131 20 28 3% 19 | 1.03] were restrictive in last year's major rate Most of the bloom is off the rose of

014 120 29 42 2| 113 case by allowing only $5 million of the $9 these shares. As evidenced by the recent

015 | .22 31 4 26 | 120| million in higher tariffs sought by Mid- strength in the stock price, investors have

200 | 23 33 45 29| 130 dlesex, the rate hike will be in effect for become well aware of company’s positive

Cal- | QUARTERLY DIVIDENDS PAID Bu Full | the entire year. Moreover, despite the attributes. The equity is current ranked to
endar |Mar.31 Jun.30 Sep.30 Dec.di| Year| aforementioned employee compensation only be a market performer this year. Over

2012 | 185 185 185 1875 74| charge, the utility has been doing a fairly the pull to 2018-2020, though, projected

2013 | 1875 1875 1875 19 751 good job of containing costs. capital appreciation is only 15%, substan-

2014 119 19 19 1951 76| A major change has been made in tially below the 50% median of all stocks

2015 | 1925 1925 1925 19874 78| Middlesex’s dividend policy. The com- in the Value Line universe.

2016 pany has increased the annual dividend James A. Flood January 15, 2016
(A) Diluted earnings. May not sum due to | May, Aug., and November.= Divid reinvestment Company's Financial Strength B++
rounding. Next eamings report due late Febru- | plan available. Stock’s Price Stability 95

(C) In millions, adjusted for splits. Price Growth Persistence 35

ary.

(B) Dividends historically paid in mid-Feb.,
© 2016 Value Line, Inc. All rights reserved. Factual material i
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or us

s obtained from sources believed to be reliable and is provided without waranties of anK‘ kind.
OMISSIONS HEREIN. Thi:(rublication is strictly for subscriber's own, non-commercial, internal use. No part
for generating or marketing any printed or electronic publication, service or product.

Earnings Predictability
To subscribe call 1-800-VALUELINE




© 2016 Value Line, Inc. All

fi
THE PUBLISHER IS NOT RESP(?NSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN,
of it may be reproduced, resold, stored or

his reserved. Factual material is obtained from Sour

itted in any printed, ef

RECENT PIE Trailing: 2.2 }| RELATIVE DIVD 0/
SJW CORP. NYSE-SJw PRICE 29.52 RATIO 21.7(Median: 24.0) PIE RATIO 1.25 YLD 2.7 0
TMEUNESs 4 s | 0| 581 3] 3831 89| Bo| 8] 22| B[ 23] 2] Bi] %I Tt Priee Range
SAFETY 3 Newinam LEGENDS
4 T diidon by merest Ante 80
TECHNICAL Lowered 111516 ... Relotve.frice Snength 60
BETA .75 (1.00 = Market) 3for-1 split 3/04 . 50
[~ 2018-20 PROJECTIONS_ | Sppions o - L BN B EETTED EREIT 10
. - Ann'l Total | Shaded area indicates recession | | My Ll L 20

. Price  Gain  Refum TPITIN L NTI I TEPTTTILEL Akl PTTTLIN AL b 25
ngh 45 ("'50%; 13% L M | e [TIIT) ZR AL il ALTTAIT] Lk AR
Low 30 (Nil) 3% |e, v ol M | 20
Insider Decisions e T M Trae | ntata 15

FMAMUJJASOM [ e W
toBy 130010100 - ZStars e 10
Options 0 0 00 000G0CO etet 75
toSel 1 00010000 % TOT. RETURN 12115 :
Institutional Decisions | STHIS  VLARITH:
102015 202015 3Q2015 ! -

O R ' r—A
Hdsoo) 10098 1oras ooss | 90 S T n T OV T UL L ETTPPSN 1 FPTRR TTLTTII N 1 I Syr 287 521
1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 [ 2007 | 2008 | 2009 | 2010 |2011 |2012 | 2013 | 2014 | 2015 | 2016 | © VALUE LINE PUB. LLC|16-20

640 6874\ 745 797| 820| 914| 986| 1035| 1125| 1212 | 1168 | 1162 | 1285 | 1401 | 1373 | 1576 | 14.45 14.30 |Revenues per sh 17.60
143 123] 149 155 175[ 189| 221 238 230 244 22 238 | 280 | 297 | 290 442| 340 3.65|“Cash Flow" persh 3.95
87 58 a7 78 91 87| 142 119 104 108 81 841 11 1.18 112 254 135 155 |Eamings persh A 175
40 41 43 A6 49 51 53 57 61 85 66 68 69 7 73 .75 .78 .81 | Div'd Decl'd per sh Ba 1.05
1771 189 283 206 341T| 237 283 387 662| 379 347 | 565| 375 567 468 5021 465 5,20 | Cap’l Spending per sh 495
788 790| 8417| 840) 911 | 10| 1072| 1248 | 1290 | 1399 | 1366 | 1375 | 14.20 | 1471 | 1592 | 1775 18.30 | 19.30 | Book Value per sh 22.60

1827] 1827] 1827] 1827 1827 18.27] 1827 | 1828 1836 | 18.18 | 1850 | 1855 | 1850 | 1867 | 2017 | 20.09 20.50 | 21.00 |Common Shs Outst'g © | 23.00

158] 331 185 73] 154[ 198 197 285| 334 262 287 B1| 212 204| 23| 12| 228 Avg Ann'l PIE Ratio 22.0
88| 215 95 94 88| 104 105 127 177| 158| 141 1851 133 | 130 1.37 59| 116 Relative P/E Ratio 1.40

30% | 21% ) 30% | 34% | 35% | 30%| 24% | 20% | 17% | 23% | 28% | 28% | 29% | 30% | 27% 26% | 25% Avg Ann'l Div'd Yield 27%
CAPITAL STRUCTURE as of 9/30/15 1801 | 189.2 | 2066 | 2203 | 2161 | 2156 | 2390 | 2615 | 2769 319.7 290 300 |Revenues ($mill) 405
Total Debt $405.8 mill. Duein 5 Yrs $21.2 mill 07| 22| 193] 202 152 | 158 | 209 | 223 | 235| 518| 275 320 Net Profit ($mill) 40.0
LT Debt §381.0mill. LT Interest SZLOmil o [HE% [ 408% | 394% | 305% | 404% | B8% | 411% | H.% | %7% | 325% | 37.0% | 36.5% ncome Tax Rate 37.0%

(51% of Cap') 16% | 21% | 27% | 23% | 20% -- - -~ 20% | 10% | 1.5% | 1.5% |AFUDC % to Net Profit 1.5%

Leases, Uncapitalized: Annual rentals $5.5 mill. 42.6% | 41.8% | 47.7% | 46.0% | 49.4% [ 53.7% | 56.6% | 55.0% | 51.1% | 51.6% | 51.0% | 51.5% Long-Term Debt Ratio 52.5%

574% | 58.2% | 52.3% | 54.0% | 50.6% | 46.3% | 434% | 45.0% | 48.9% | 48.4% | 49.0% | 48.5% |Common Equity Ratio 47.5%

Pension Assets-12/14 $91/.t mill. ) 3412 3918 | 4532 4709 | 4996 | 5507 | 607.9 | 6102 | 6562 | 7445 765 835 | Total Capital ($mill) 1100

P1d Stock None Oblig. $128.7 mill 4848 | 5417 6455 | 6842 | 7185 | 7855 | 7562 | 8316 | 8987 | 9630| 1030 | 1100 |Net Plant (Smill 1300
' 76% | 70% | 57% | 58% | 44% | 4.3% | 49% | 50% | 50%| 83%| 50%| 5.5% |Return on Total Cap’l 5.5%

Common Stock 20,381,949 shs. 106% | 9.7% | 82% | 80% | 60% | 62% | 79% | 81% | 7.3% | 144% | 7.0% | 8.0% |Returnon Shr. Equity 7.5%

as of 1012115 106% | 97% | 82% | 80% | 60% | 6.2% | 7.9% | 81% | 7.3% | 144% | 7.0% | 80% |Return on Com Equity 7.5%
MARKET CAP: $600 million (Small Cap) 56% [ 52% | 358% | 33% | 12% | 12% | 31% | 33% | 28% ] 102% | 3.0% | 40% |Retained to Com Eq 3.0%
CURSI}IFIERT POSITION 2013 2014 9/30M5 | 47% | 46% | 57% | 59% | 80% | 80% | 61% | 5% | ©62% | 20% 58% | 52% [All Div'ds to Net Prof 60%
Cash Assets 2.3 2.4 6.3 | BUSINESS: SJW Corporation engages in the production, pur- offers nonregulated water-related services and owns and operates
Accls Receivable 145 180 203/ chase, storage, purification, distribution, and retail sale of water, It commercial real estate investments. Has about 395 employees. Of-
Sther t Asset ggg ggz ?gg provides water service to approximately 229,000 connections with a  ficers and directors (including Nancy O. Moss) own 27.9% of out-
A(l:g:r::’a sastes 26 70 175 | 9@l population of roughly ane million people in the San Jose area standing shares. Chairman: Charles J. Toeniskoetter. Incorporated:
Debt Duey 230 138 248 and 12,000 connections that reaches about 36,000 residents in the  California. Address: 110 West Taylor Street, San Jase, CA 95110.
Other 23.6 239 30,7 | region between San Antonio and Austin, Texas. The company also  Telephone: (408) 279-7800. Intemet; www.sjwater.com.

Current Liab. %92 447 70| Shares of SJW Corp. have badly un- the regulatory climate in California is ac-
ANNUAL RATES  Past Past Estd12'14| derperformed both the company’s tually constructive as authorities have
;2\! change (per shj 1°st5-0/ 5Y'S-o/ 10’318\,;'020 peer group and the broader market been working with utilities to enable them
A B 70% 80% 25% | averages since our mid-October to earn a reasonable rate of return on
Earnings 65% 105%  1.5% [ report. During this span, the value of equity despite spending freely to replace
B};’g,‘,’f\’}dﬁ 283’ gg:ﬁo gg;& SJW has declined 5.0%, versus the 4.9% old pipes and modernize other parts of the

aue 2 i —~ | increase posted by the average water utili- water distribution system. SJW has been

Cal- | QUARTERLY REVENUES (§ mill) Full | ty, and the gain of about 1.9% recorded by investing heavily (and should continue to
endar |Mar31 Jun.30 Sep.30 Dec.31| Year | the S&P 500 Index. do so through late decade) on modernizing

2012 | 511 656 824 624 | 2615 We have reduced our full-year 2015 its entire water infrastructure. All told, we

2013 | 501 742 852 674 | 2769 earnings estimate for the company. think share net can rise 15%, to $1.55.

2014 | 546 704 1254 693 | 3197 Share earnings for the third quarter came One caveat is that our assumption does

2015 | 621 724 830 725 | 290 | i z¢ $0.46, $0.07 below our forecast. The not factor in a lengthy delay in recovering

2016 | 600 750 900 750 | 300 disappointing results were mainly attrib- costs related to the drought.

Cal- EARNINGS PER SHARE A Ful | uted to higher administrative costs, Dividend growth prospects are
endar | Mar.31 Jun. 30 Sep. 30 Dec. 31| Year | pension-related expenses, and a spike in decent. Even though we only praject earn-

20127 | 06 28 8 31 | 118] the income tax rate. We should note that ings to increase 1%-2% annually through

13\ 07 % 44 24 112 comparing figures from 2014 and 2015 is to  2018-2020, we think the current

2014 | 04 34 188 28 | 254| difficult, as 2014’s income was bolstered by dividend-to-net profit ratio is relatively

2015 23 36 46 -30 1351 4 one-time $45 million reimbursement for low, which should enable dividends to in-

2016 | 18 42 .60 .35 | 155 expenses incurred in past years. In any crease a healthy 6% a year, over that time.

Cal- | QUARTERLYDIVDENDSPAIDB= | Full | case, we have sliced $0.10 a share off of SJW stock is the lone equity in the
endar |Mar31 Jun30 Sep.30 Dec.31| Year | our prior estimate and now think SJW's water utility group expected to under-

2012 | 4775 4775 {775 1775| .711| earnings per share will only reach $1.35. perform the market averages in the

2013 | 1825 1825 1825 .1825| 73| The profit picture looks much year ahead. Furthermore, despite the

2014 | 1875 1875 1875 1875 .75 brighter next year. For starters, the recent price weakness, long-term total re-

2015 | 1950 1950 1950 .1950 | .78 utility operates in a thriving service area, turn prospects are also not appealing.

2018 which includes Silicon Valley. Moreover, James A. Flood January 15, 2016
(A} Diluted earnings. Excludes nonrecurring | February. Quarterly eamings may not add due | vestment plan available. Company’s Financial Strength B+
losses : '03, $1.97; 04, $3.78; '05, $1.09; '06, | to rounding. (C) In millions, adjusted for stock splits. Stock's Price Stability 85
$16.36; '08, $1.22; 10, $0.46. GAAP account- | (B) Dividends historically paid in early March, Price Growth Persistence 20
ing as of 2013. Next eamings report due late | June, September, and December. = Div'd rein- Earnings Predictability 50
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- - 91 147 140 136! 140| 168| 1861 1481 146 | 132| 150 155 148 122 1.4 Relative P/E Ratio 1.40
.- o] 44%) 33%) 32% | 84% | 29% | 25% | 28% | 35% | 36% | 35% | 31% | 3% | 28%| 28% 2.6% Avg Ann'l Div'd Yield 3.2%
CAPITAL STRUCTURE as of 9/30/15 268 287 34| 328 370 390 | 406 414 | 424 459 480! 500 |Revenues ($mill) 60.0
Total Debt $87.3 mill.  Due in 5 Yrs $30.5 mil. 58| 64| 64 64| 75| 69| 91| 93| 97| 15| 120 125 |NetProfit ($mill 140
LT Debt §87.3mill. LT Interest $5.1 mil. 36.7% | 344% [365% | 36.1% | 37.9% | 385% | 35.3% | 376% | 37.6% | 298% | 30.5% | 24.5% |Income Tax Rate 325%
o ' - 72% | 36% | 101% - 12% | 1% | 1% 8% | 18% | 1.0% | 1.0% [AFUDG % to Net Profit 1.0%
{45% of Cap'l)
Pension Assets 12/14 $30.6 mill. 44.1% | 48.3% | 46.5% | 54.5% | 457% | 483% | 47.1% | 46.0% | 45.1% | 44.8% | 45.0% | 49.5% tong-Teml Debtgatio 48.0?
Obilig. $40.9 mill. 55.9% | 51.7% | 53.5% | 45.5% | 54.3% | 51.7% | 52.9% | 54.0% | 54.9% | 55.2% | 55.0% | 52.5% {Common Equity Ratio 52,0%
90.3 | 1265 1257 | 1534 | 160.1 [ 1764 | 1802 | 1848 | 1884 | 1804 195 200 |Total Capital ($mill) 220
Pfd Stock None 1953 | 1744 | 1916 | 2114 | 2220 | 2284 | 2330 | 2403 | 2442 | 2532 263 270 |Net Plant ($mill 280
84% | 62% | B7% | 57% | 62% | 65% | 64% | 64% | 65% | 74% | 7.5%| 8.0% |Return on Total Cap'l 8.0%
C on Stock 12,791,600 shs.
a8 of H1/5H5 * T16% | 93% | O5% | 92% | 6% | 08% | 95% | 93% | 93% | 11.0% | 11.0% | 120% [RetumonShv. Equity | 120%
MARKET CAP: $325 million (Small Cap) 16% | 93% | 95% | 92% | 86% | 9.8% | 95% | 9.3% | 9.3% | 11.0% | 11.0% | 12.0% |Return on Com Equity 12.0%
CURRENTPOSITION 2013 2014 /3015 | 3.0% | 22% | 17% | 14% | 19% | 27% | 25% | 24% | 24% | 39% | 4.0% 4.5% [Retained to Com Eq 3.5%
Casf]MALSLS-etS 26 15 qq | 4% TT% | 8% | 85% | 78% | 72% | 73% | TA% | T4%| 64% | 65% | 63% |ANDiv'ds to Net Prof 69%
Accounts Receivable 3.8 4.0 4.3 | BUSINESS: The York Water Company is the oldest investor-owned nues; commercial and industrial (29%); other (8%). It also provides
Inx]entory (Avg. Cost) 3Z 4-8 4-8 reguiated water utility in the United States. It has operated contin-  sewer billing services. Incorporated: PA. York had 106 full-ime em-
Curznt Assets 15‘2 11‘2 10'2 uously since 1816. As of December 31, 2014, the company's aver- ployees at 12/31/14. President/CEQ: Jeffrey R. Hines. Of-
Accls Payable 1.8 1.6 2'0 age daily availability was 35.2 million gallons and its service terri- ficers/directors own 1.1% of the common stock (4115 proxy). Ad-
Debt Duey - o Z_ | tory had an estimated population of 190,000, Has more than 65,100 dress: 130 East Market Street, York, Pennsylvania 17401. Tele-
Other 6.0 4.3 4.3 | customers. Residential customers accounted for 63% of 2014 reve-  phone: (717) 845-3601. Intenet:; www.yorkwater.com.
Current Liab. 8 59 63 "Shares of York Water have been stel- timated level.
ANNUAL RATES  Past Past Estd 12“14| lar performers of late. Over the past Over the long pull, we think York’s
ggcgz%ee(é’” sh) 10155'0 Sgra.o/ to 71%;‘] three months, the price of this stock has dividends and earnings growth rates
“Gash Flow" 70% 65% 60% | surged roughly 13% in value versus the re- will be moderate, but be well-defined.
Earnings 55% 60%  65% | turns of only about 2% posted by the S&P The company doesn’t operate in a service
gg’(‘)‘l’(e\’/‘glie é-gof ig,,f’ gg,; 500 Index. area that is experiencing rapid growth.
=0 o2 > | Fourth-quarter comparisons are like- Thus, with population increases projected
- q p pop proj
Cal- | OQUARTERLYREVENUES(Smil) | Ful | Iy to be negative. In the December, 2014 to be marginal at best, revenue and profit
endar | Mar.31 Jun.30 Sep.30 Dec.31) Year period, York's profits were boosted sig- expansion should come from mostly up-
ggg 18? 18; }gg ]85/ 2;2 nificantly by a large tax adjustment. Ab- grading and replacing its aging water in-
: - - : 4 sent this factor, we expect the company’s frastructure. Since the need to replace the
2014 | 106 118 120 115 459 share net to reach only $0.23, well short of existing pipeline is obvicus, we don't
015 | 112 119 124 125 4.0 the $0.28 posted in the similar 2014 time foresee any major disputes with state reg-
2016 | 115 125 130 130 | 500 P y mal P &
: ; : : - frame. On the plus side, for the full year, ulators. Therefore, any harsh regulatory
Cal- EARNINGS PER SHARE A Full | York should be able to increase earnings rulings would make our earnings es-
"'2’:1;’ Mar1.21 Jun.11730 Sepégo Dec1. ;1 Ye;g per share by 4% against a difficult com- timates through 2018-2020 too optimistic.
. . : : {21 parison. Our ranking system believes the stock
013 17 18 19 2 75| The earnings outlook is relatively of York still has some gas left in the
gg}g ;8 gg gg gg gg bright for this year. We think the com- tank. Despite the equity’s recent run, we
2016 | 20 26 28 .26 | 190 Pany should continue to benefit to some think York will outperform the broader
; - - 5 —1 degree from how the IRS values tangible market averages in the year ahead.
ecsl-r MaQr%QRTi?kviiglvggggsopA&c 3 \';:;lr property. The resulting low tax rate, along Long-term prospects are unattractive,
nea - - - - with about 2% less shares outstanding however. We think the price of these
012 ) 134 Ax 0 134 134 3% (due to a stock-repurchase program), and shares now reflects almost all of the utili-
gg}g 1331 1331 }221 1221 g% the utility’s ability to earn a return on ty's positive attributes. Indeed, the stock is
2015 | 1495 1495 1495 1555 | 60 newly spent capital expenditures, should already trading well within our projected
: : : ' "7 enable York's share net to rise to $1.00 a late-decade Target Price Range.
2016 share, almost 8% higher than 2015's es- James A. Flood January 15, 2016
g Y
(A) Diluted eamings. Next earnings report due (C) In millions, adjusted for splits. Company’s Financial Strength B+
late February. Stock’s Price Stability 90
(B) Dividends historically paid in mid-January, Price Growth Persistence 50
April, July, and October. Earnings Predictability 95

To subscribe call 1-800-VALUELINE
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Liberty Utilities (Entrada Del Oro Sewer) Corp. Exhibit
Test Year Ended October 31, 2015 Schedule D-3

Cost of Preferred Stock Page 1
Witness: Bourassa

End of Test Year End of Projected Year
Description Shares Dividend Shares Dividend
of Issue Outstanding Amount Requirement Outstanding Amount Requirement

NOT APPLICABLE, NO PREFERRED STOCK ISSUED OR QOUTSTANDING

SUPPORTING SCHEDULES: RECAP SCHEDULES:
E-1 D-1
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Liberty Utilities (Entrada Del Oro Sewer) Corp.

Test Year Ended October 31, 2015
Cost of Common Equity

The Company is proposing a cost of common equity of

SUPPORTING SCHEDULES:
E-1
D-4.1 to D-4.16

Exhibit

Schedule D-4
Page 1

Witness: Bourassa

12.00%

RECAP SCHEDULES:

D-1
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